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PART |
Item 1. Business

The Conpany is a regional independent energy conpany engaged prinarily in the
devel opnent, production and marketing of natural gas. The Conpany has grown
primarily through drilling and devel opnent activities, the acquisition of natura
gas producing wells and the expansion of its natural gas narketing activities. As
of Decenber 31, 1999, the Conpany operated approximtely 1,800 wells located in
t he Appal achi an and M chi gan Basi ns and the Rocky Mbuntain Regi on, and had net
proved reserves of 101 Bcf of natural gas. The Conpany's wells currently produce
an aggregate of approximately 37,000 Mf of natural gas per day, of which the
Conpany's share is approxi mately 14,500 Mf.

The majority of the wells operated by the Conpany are | ocated in the Wst
Virginia and Pennsyl vani a portions of the Appal achian Basin. The Appal achi an Basin
is characterized by shall ow devel opnental wells, which generally have provided
highly predictable drilling success rates. In addition, because wells drilled in
t he Appal achian Basin are closer to the | arge denand centers for natural gas in
the northeastern United States, natural gas fromthis area has historically
conmanded a price premiumrelative to natural gas produced in areas such as the
Gul f Coast and Md-Continent regions of the United States. In 1997, the Conpany

commenced drilling in the Antrimshale formation of the M chigan Basin and through
Decenber 31, 1999, had drilled 183 wells in this area. 1In 1999 in addition to its
drilling activities, the Conmpany purchased natural gas producing properties. In

Decenmber 1999, the Conpany purchased 53 net wells in Col orado

The Conpany owns Riley Natural Gas (RNG, an Appal achian Basin natural gas
mar ket i ng conpany, which aggregates and resells natural gas devel oped by the
Conpany and ot her producers. This allows the Conpany to diversify its operations

beyond natural gas drilling and production. RNG has established rel ationships
with many of the small natural gas producers in the Appal achian Basin and has
significant expertise in the natural gas end -user market. In addition, RNG has

extensi ve experience in the use of hedging strategies, which the Conpany utilizes
to reduce the financial inpact on the Conpany of changes in the price of natura
gas.

Since 1984, the Conpany has sponsored limted partnerships forned to engage in
drilling operations. The Conpany typically retains a 20% ownership interest in
these drilling limted partnerships. In 1999, the Conpany raised $36.1 nillion
through four public drilling partnerships, nmaking it the sponsor of the |argest
public oil and gas partnership programin the United States in that year. The
drilling progranms have provided the Conpany with access to the capital resources
necessary to expand its drilling opportunities and to maintain the infrastructure
necessary to support such activities.

I ndustry Overvi ew

Natural gas is the second | argest energy source in the Unit ed States, after
liquid petroleum The 22 Tcf of natural gas consuned in 1999 represented
approxi mately 23% of the total energy used in the United States. Natural gas is
consunmed in the United States as follows: 46% by industrial end -users as feedstock
for products such as plastic and fertilizer or as the energy source for producing
products such as glass ; 21%and 14% by residential and comercial end -users,
respectively, for uses including heating, cooling and cooking; 15%by utilities
for the generation of electricity; and the remainder for transportati on purposes

The Conpany believes that the market for natural gas will grow in the future.
The denmand for natural gas has increased due to four main factors

« Efficiency. Relative to other energy sources, natural gas |osses during

transportation fromsource to destination are slight, averaging only
about 9% of the natural gas energy.
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e Environnmentally favorable. Natural gas is the cleanest and nost
environnental ly safe of the fossil fuels

« Safety. The delivery of natural gas is anong the safest neans of
distributing energy to custoners, as the natural gas transm ssion system
is fixed and is |ocated underground.

e Price. The deregulation of t he natural gas industry and a favorable
regul atory environnent have resulted in end -users' ability to purchase
natural gas on a competitive basis froma greater variety of sources.

The Conpany believes that the foregoing factors, together with the increased
availability of natural gas as a formof energy for residential, comercial and

i ndustrial uses, should increase the demand for natural gas as well as create new
markets for natural gas.

As | ocal supplies of natural gas are inadequate to neet demand, the West Coast
and the Northeast inport natural gas from producing areas via interstate natura
gas pipelines. The cost of transporting natural gas fromthe major producing areas
to markets creates a price advantage for production | ocated closer to the
consum ng region. Appal achian Basin natural gas production enjoys two advant ageous
factors affecting price. First, the Appal achian Basin is characterized by shal | ow
devel opnent gas wells that generally have provided highly predictable drilling
success rates of 90%to 92% which pernits a nore basic approach to drilling based
on the geology unique to the area. Al so, the natural gas industry in the
Appal achi an Basin benefits fromits proximty to the northeastern United States

In the early 1980's, natural ga s conpani es began exploiting the northern
portion of Mchigan's |ower peninsula, when certain favorable tax credits for
natural gas devel opnent were enacted. The result of such devel opnment was new
advances in drilling technol ogy, which made natural gas drilling in this area
profitable even after the expiration of these tax credits. In Mchigan's |ower
peni nsula, there is an abundance of shallow Antrim gas shale, which can provide
significant reserves per well drilled. Additionally, this area is close to certain
end-user markets, which has provided favorable premunms. Wth a current productive
area of nearly 2.5 mllion acres, M chigan has been one of the npbst active areas
for natural gas drilling in the United States over the past decade

During 1998 the C onpany began to establish a | ease position in the Rocky
Mount ai n producing region. The region is believed to hold substantial undevel oped
natural gas resources. Recent additions to pipeline capacity in the region have
made the area nore attractive for devel opnent. Gas fromthe region will generally
sell for less than gas in the Appal achian and M chi gan Basi ns, but costs of
devel opnent are expected to be less. During 1998, the Conpany |eased 39,500 acres
of oil and gas devel opnent rights acres in Utah, and was investigating
opportunities in several other areas. In 1999 the conpany drilled four
unsuccessful exploratory wells, two in Mffatt County, Colorado and two in Carter
County, Montana. In Novenber and Decenber 1999 the Conpany acquired drilling
rights to 20 locations in the Wattenberg field in Wl d County, Colorado and a
7,400 acre lease in the Gand Valley field in Garfield County, Colorado. Prior to
the end of 1999, the Conpany had drilled five successful wells in the Wattenberg
field and was prepared to drill its first Grand Valley test well. Wells in both
areas are generally devel opnent wells.

Busi ness Strat egy
The Conpany's objective is to expand its natural gas reserves, production and

revenues through a strategy that includes the follow ng key el enents:
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Expand drilling operations. The Conpany has had one of the npbst active
drilling programs in the Northeast in the 1990's and will seek to continue to
buil d on the experience devel oped. The Conpany drilled 178 wells in 1999
conpared to 213 for the year of 1998. The Conpany believes that it will be able
to drill a substantial nunmber of new wells on its current undevel oped | eased
properties. As of Decenber 31, 1999, the Company had 37,000 net undevel oped
acres in the Mchigan Basin, 28,430 net undevel oped acres in the Appal achian Basin
and 88,020 net undevel oped acres in the Rocky Muntain Region. As drilling
activity increases, the Conpany benefits as its fixed costs may be spread over a
| arger nunber of wells.

Acquire producing properties. The Conpany's acquisition efforts are focused
on properties that fit well within existing operations or that help to build
critical mass in areas where the Conpany is establishing new operations.
Acquisitions will likely offer econonies in managenent and adninistration, and
therefore the Conpany believes that it will be able to acquire nmore produci ng
wel I's without incurring substantial increases in its costs of operations.

Pur sue geographi c expansi on. The Conpany has a proven ability to drill and
operate shallow natural gas wells successfully. There are a nunber of areas
out si de the Appal achian Basin where drilling and operating characteristics are
simlar to those in Appal achia. For exanple, since 1996, the Conpany expanded into
the M chigan Basin, which permtted the Conpany to | everage its expertise
devel oped in the Appal achi an Basin because of the similarities in nmethods of
drilling, depth, equipnment and operations. Mreover, reserves and production
levels of two to three tinmes that of Appal achian levels for a simlar investnent
nore than offset higher expected operating costs. The Conpany's Col orado
devel opnent projects also build on our shallow gas well operating experience. The
Conmpany wi Il continue to evaluate opportunities to expand geographically on an
ongoi ng basi s.

Reduce risks inherent in natural gas devel opment and marketing. An integra
part of the Company's strategy has been and will continue to be to concentrate on

shal | ow devel opnent, (rather than exploratory) drilling, and geographica
diversification to reduce risk levels associated with natural gas and oi
production. Devel opnment drilling is less risky than exploratory drilling and is

likely to generate cash returns nore quickly. The focus on shallow wells builds on
t he Conpany's know edge and experience, and al so provides greater investnent
diversification than an equal investment in a smaller nunber of deeper and/or nore
expensi ve wells. Geographical diversification can help to offset possible weakness
in the natural gas market or disappointing drilling results in one area. The
Conmpany believes that, as natural gas markets are deregul ated, successful natura
gas marketing is essential to profitable operations. To further this goal, the
Conpany has the expertise of RNG an experienced natural gas marketer. The Conpany
intends to continue to expand its marketing capacity to keep pace with the
changi ng natural gas industry.

Expand strategic relationships. By managing drilling prograns for itself and
ot her investors, the Company is able to share administrative, overhead and ot her
costs with its partners, reducing costs for both. The Conpany also is able to
maintain a |l arger and nore capabl e geol ogy and engi neering staff than would be
possi bl e without partners. Qther benefits fromthese associations include greater
buyi ng power for drilling services and materials, |arger amounts of natural gas
avail able to market, profits to the Conmpany fromdrilling and operating wells for
partners, and greater awareness of the Conpany in the investnent community.

Expl orati on and Devel oprment Activities
The Conpany's devel opnment activities focus on the identification and drilling
of new productive wells and the acquisition of existing producing wells from ot her

producers.
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Prospect GCeneration

The Conpany's staff of professional geologists is responsible for identifying
areas with potential for economic production of natural gas. The Conpany's team of
prof essi onal geol ogi sts has decades of experience drilling successful
econom cal ly feasible natural gas wells. The geological teamutilizes results from
| ogs and other tools to evaluate existing wells and to predict the |location of
attractive new gas reserves. To further this process, the Conpany has coll ected
and continues to collect |logs, core data, production information and other raw
data available fromstate and private agencies, other conpani es and i ndividuals
actively drilling in the regions being evaluated. Fromthis infornmation the
geol ogi sts devel op nodels of the subsurface structures and stratigraphy that are
used to predict areas with above-average prospects for econom c devel opnent.

On the basis of these nodels, the geol ogists instruct the Conpany's |and
department to obtain avail able natural gas |easeholds in these prospective areas
These | eases are then obtained, if possible, by the Conpany's |and departnent or
contract |andnen under the direction of the Conpany's |and manager. In nobst cases,
t he Conpany pays a | ease bonus and annual rental paynments, converting, upon
initiation of production, to a 12.5%royalty on gross production revenue in return
for obtaining the | eases. In sone instances of particularly attractive properties,
addi ti onal overriding royalty paynments nmay be nade to third parties or royalty
owners. As of Decenber 31, 1999, the Conpany had a total |easehold inventory of
approxi mately 247,140 gross acres and 246, 710 net acres. See--"Properties--Natural
Gas Leases.”

Drilling Activities
When prospects have been identified and | eased, the Conpany devel o ps these
properties by drilling wells. 1In 1999, the Conpany drilled a total of 178 wells

of which 13 were dry holes. Typically, the Company will act as driller-operator
for these prospects, entering into contracts with partnerships, including
Conpany-sponsored partnerships, and other entities that are interested in

expl orati on or devel opment of the prospects. The Conpany generally retains an

interest in each well it drills. See "Financing of Drilling Activities."
Mich of the work associated with drilli ng, conpleting and connecting wells,
including drilling, fracturing, |ogging and pipeline construction, is performed by

subcontractors specializing in those operations, as is common in the industry. A

| arge part of the material and services used by the Conpany in the devel opnent
process is acquired through conpetitive bidding by approved vendors. The Conpany
also directly negotiates rates and costs for services and supplies when conditions
i ndicate that such an approach is warranted. As the prices paid to the Conmpany by
its investor partners for the Conpany's services are frequently fixed before the
wells are drilled or are determnmined solely on the well depth, the Conpany is
subject to the risk that prices of goods or services used in the devel opnent
process could increase, rendering its contracts with its investor partners |ess
profitable or unprofitable. In addition, problenms encountered in the process can
substantially increase devel opment costs, sonetines w thout recourse for the
Conpany to recover its costs fromits partners. To mnimze these risks, the
Conpany seeks to lock in its devel opment costs in advance of drilling and, when
possi ble, at the time of negotiation and execution of its investor partnership

agr eenent s.

Acqui sitions of Producing Properties

In addition to drilling new wells, the Conmpany continues to pursue
opportunities to purchase existing wells from other producers and greater
ownership interests in the wells it operates. Generally, outside interests
purchased include a majority interest in the wells and well operations



During 1998 the Conpany purchased an 80% interest in 122 producing wells |ocated
in Pennsylvania from Pento Gas, Inc. and a 100% working interest in 13 producing
wells in Mchigan, as well as certain well interests in its Conmpany sponsored
partnerships. |In 1999, the Conpany purchased a 100% worki ng interest in 53
producing wells in the D-J Basin of Colorado which added 3.6 Bcf of natural gas
and 370,000 barrels of oil to the Conpany's reserves. Al so purchased in 1999 were
certain well interests in its Conpany sponsored partnerships

Pr oducti on

The following table shows the Conpany's net production in Bbls of crude oi
and in Mf of natural gas and the costs and weighted average selling prices
thereof, for the last five years.

Year Ended Decenber 31,

1999 1998 1997 1996 1995

Production(1):
Q| (MBbls) 8 8 9 7 11
Nat ural Gas (Mvef) 3,451 2,453 1, 810 1, 495 1, 336
Equi val ent MVefs(2) 3,499 2,501 1, 864 1, 537 1,402
Aver age sal es price
Q1 (per Bbl) $18. 75 $10.61 $16.10 $16.35 $15. 80
Nat ural gas (per Mf) $2. 46 $2. 46 $2. 88 $3. 04 $1.75
Aver age production cost

(lifting cost) per
equi val ent Mcf (3) $0. 69 $0. 61 $0. 65 $0. 63 $0. 53

(1) Production as shown in the tab le is net to the Conpany and is determ ned by
mul ti plying the gross production volune of properties in which the Conpany
has an interest by the percentage of the | easehold or other property
i nterest owned by the Conpany.

(2) Aratio of energy content of n atural gas and oil (six Mf of natural gas
equal s one barrel of oil) was used to obtain a conversion factor to convert
oil production into equivalent Mfs of natural gas

(3) Production costs represent oil and gas operating expenses as reflected in the
financial statenments of the Conpany.

Wel | Operations

The Conpany currently operates approximately 1,538 natural gas wells in the
Appal achi an Basin, 200 wells in the Mchigan Basin and 58 wells in the Rocky
Mount ai n Regi on. The Conpany's ownership interest in these wells ranges from0%to
100% and, on average, the Conpany has an approxi nate 48% ownership interest in
the wells it operates. Currently these wells produce an aggregate of about 37,000
Mcf of natural gas per day, including the Conpany's share of 14,500 Mf per day.

The Conpany is paid a nonthly operating charge for each well it operates for
outside owners. The rate is conpetitive with rates charged by other operators in
the area. The charge covers nonthly operating and accounting costs, insurance and
other recurring costs. The Conpany nay al so recei ve additional conpensation for
special non-recurring activities, such as reworks and reconpletions



Transportation

Natural gas wells are connected by pipelines to natural gas narkets. Over the
years, the Conpany has devel oped extensive gathering systens in its areas of
operations. The Conpany al so continues to construct new trunklines as necessary to
provide for the nmarketing of natural gas being devel oped fromnew areas and to
enhance or maintain its existing systens.

The Conpany is paid a transportation fee for natural gas that is nmoved by other
producers through these pipeline systens. In many cases the Conpany has been abl e
to receive higher natural gas prices as a result of its ability to nove natura

gas to nore attractive markets through this pipeline system to the benefit of

both the Conpany and its investor partners.

The Conpany has an Chi o subsidiary, Paramount Natural Gas Conpany ("PNG'),
whi ch comenced operations in October 1992 as a regulated Ohio distribution
utility. As a utility, PNG has been able to connect new custoners, and the Conpany
is able to conpete for the natural gas markets of these custoners by transporting
natural gas through the PNG system The mgjority of PNG s throughput is
attributable to natural gas transported for the Conpany and industrial custoners
for a transportation tariff, with the bal ance being sales to residential
commercial and industrial customers.

Item 2. Properties
Drilling Activity

The followi ng table sumrari zes the Conpany's devel opnent drilling activity for
the years ended Decenber 31, 1995, 1996, 1997, 1998 and 1999. There is no
correl ati on between the nunber of productive wells conpleted during any period and
the aggregate reserves attributable to those wells. The Conpany's exploratory
wells drilled in the past five years consist of one dry hole (0.19 net) drilled in
1998 and five dry holes (2.44 net) drilled in 1999

Devel opnent Wells Drilled

Tot al Pr oducti ve Dry

Drilled Net Drilled Net Drilled Net

1995 72 13. 40 64 11. 80 8 1.60
1996 97 17. 44 92 16. 46 5 .98
1997 168 40.72 158 38.00 10 2.72
1998 212 56. 99 201 54, 22 11 2.77
1999 173 54. 64 165 53.10 8 1.54
Tot al 22 183.19 80 173.58 42 9.61




Sunmmary of Productive Wlls

The tabl e bel ow shows the nunber of the Conpany's productive gross and net wells
at Decenber 31, 1999

VWELLS
Gas al

Location G oss Net G oss _Net
Col or ado 58 53.78 - -
M chi gan 199 97. 67 1 .80
hi o 16 7.19 5 2.34
Pennsyl vani a 527 164. 26 - -
Tennessee 1 0.71 39 15. 87
West Virginia 944 523.94 6 2.58

Tot al 1, 745 847.55 51 21.59

Reserves

Al of the Conpany's oil and natural gas reserves are located in the United
States. The Conpany's approxi mate net proved reserves were estimted by Wight &
Conpany, Inc. independent petrol eum engineers ("Wight & Conpany"), to be
101, 245,000 Mcf of natural gas and 1,154,000 Bbls of oil at Decenmber 31, 1999
80,819,000 Mf of natural gas and 29,000 Bbls of oil at Decenber 31, 1998; and
57,243,000 Mcf of natural gas and 45,000 Bbls of oil at Decenber 31, 1997

The Conpany's approxi mate net proved devel oped reserves were estinmated, by
Wight & Conpany to be 82,628, 000 Mf of natural gas and 798,000 Bbls of oil at
Decermber 31, 1999; 64,562,000 Mf of natural gas and 29,000 Bbls of oil at
Decenmber 31, 1998; and 42,411,000 Mf of natural gas and 45,000 Bbls of oil at
Decenmber 31, 1997

No maj or di scovery or other favorable or adverse event that would cause a
significant change in estimated reserves is believed by the Conmpany to have
occurred since Decenber 31, 1999. Reserves cannot be measured exactly, as reserve
estimates involve subjective judgnment. The estinmates nmust be reviewed periodically
and adjusted to reflect additional information gained fromreservoir perfornmance
new geol ogi cal and geophysi cal data and econoni ¢ changes.

The standardi zed nmeasure of discounted future net cash flows attributable to
t he Conpany's proved oil and gas reserves, giving effect to future estinated
i ncome tax expenses, was estimted by Wight & Conpany in 1999, 1998 and 1997 to
be $58.5 mllion as of Decenber 31, 1999, $30.2 nmillion as of Decenber 31, 1998
and $27.9 nmillion as of Decenber 31, 1997. These anpbunts are based on year-end
prices at the respective dates. The values expressed are estimtes only, and may
not reflect realizable values or fair narket values of the natural gas and oi
ultimitely extracted and recovered. The standardized neasure of discounted future
net cash flows may not accurately reflect proceeds of production to be received in
the future fromthe sale of natural gas and oil currently owned and does not
necessarily reflect the actual costs that would be incurred to acquire equival ent
natural gas and oil reserves.



Net Proved Natural Gas and Q| Reserves

The proved reserves of natural gas and oil of the Conpany as estinmated by
Wight & Conpany at Decenber 31, 1999 are set forth bel ow. These reserves have
been prepared in conpliance with the rules of the Securities and Exchange
Conmi ssion (the "SEC') based on year -end prices. An analysis of the change in
estimated quantities of natural gas and oil reserves fromJanuary 1, 1999 to
Decenmber 31, 1999, all of which are located within the United States, is shown
bel ow.

Natural Gas (Mcf)

Proved devel oped and undevel oped reserves:

Begi nni ng of year (January 1, 1999) 80, 819, 000
Revi si ons of previous estinmates (4,475, 000)
Begi nni ng of year as revised 76, 344, 000
New di scoveri es and extensions 24,781, 000
Di spositions, to partnerships (8,774, 000)
Acqui si tions 12, 345, 000
Producti on (3,451, 000)
End of period (Decenmber 31, 1999) 101, 245, 000
Proved devel oped reserves:
Begi nni ng of year (January 1, 1999) 64, 562, 000
End of period (Decenmber 31, 1999) 82, 628, 000
Gl (Bbls)
Proved devel oped and undevel oped reserves:
Begi nni ng of year (January 1, 1999) 29, 000
Revi si ons of previous estimates 67,000
Begi nni ng of year as revised 96, 000
New di scoveri es and extensions 404, 000
Di spositions -
Acqui sitions 662, 000
Producti on (8, 000)
End of period (Decenber 31, 1999) 1, 154, 000
Proved devel oped reserves
Begi nni ng of year (January 1, 1999) 29, 000
End of period (Decenber 31, 1999) 798, 000

St andardi zed Measure of Discounted Future Net Cash Flows and Changes Therein
Rel ating to Proved Natural Gas and O | Reserves

Sunmarized in the following table is information for the Conpany with respect
to the standardi zed nmeasure of discounted future net cash flows relating to proved
natural gas and oil reserves . Future cash inflows are conmputed by applying year-
end prices of natural gas and oil relating to the Conpany's proved reserves to
year-end quantities of those reserves. Future production, devel opnent, site
restoration and abandonnment costs are derived based on current costs, assum ng
continuation of existing econonmic conditions. Future incone tax expenses are
conputed by applying the statutory rate in effect at Decenber 31, 1999 to the
future pretax net cash flows, less the tax basis of the properties, and gives
effect to permanent differences, tax credits and all owances related to the
properties.

Decenber 31, 1999

Future estimated cash flows $307, 816, 000
Future estimated production and devel opnment costs (129, 557, 000)
Future estimated i ncone tax expense (139, 930, 000)
Future net cash flows 138, 329, 000
10% annual di scount for estimated

timng of cash flows (79, 875, 000)
St andar di zed neasure of di scounted

future estimated net cash flows $_58, 454, 000




The followi ng table sumarizes the principal sources of change in the
standardi zed nmeasure of discounted future estimted net cash flows from January 1,
1999 t hrough Decenber 31, 1999

Sal es of oil and natural gas production

net of production costs $(6, 206, 000)
Net changes in prices and production costs 29, 547, 000
Ext ensi ons, discoveries and inproved recovery,

| ess rel ated cost 39, 653, 000
Di spositions to partnerships (6,152, 000)
Acqui si tions 31, 915, 000
Devel oprment costs incurred during the period 17, 168, 000
Revi si ons of previous quantity estinates (4,944, 000)
Changes in estimted inconme taxes (19, 608, 000)
Changes in di scount (39, 463, 000)
Changes in production rate (timng) and other (13, 650, 000)

$_28, 260, 000

The foregoing data should not be viewed as representing the expected cash
flow from or current value of, existing proved reserves, as the conputations are
based on a | arge nunber of estinmates and arbitrary assunpti ons. Reserve
quantities cannot be neasured with precision, and their estimation requires nany
judgnental determinations and frequent revisions. The required projection of
production and rel ated expenditures over tine requires further estimates with
respect to pipeline availability, rates of demand and governnental control. Actua
future prices and costs are likely to be substantially different fromthe current
prices and costs utilized in the conputation of reported anounts. Any anal ysis or
eval uation of the reported amounts should give specific recognition to the
conput ati onal nmethods and the linitations inherent therein.

Substantially all of the Company's natural gas and oil reserves have been
nort gaged or pl edged as security for the Conpany's credit agreenent. See Note 3 of
Notes to Consolidated Financial Statenents.

Nat ural Gas Leases

The following table sets forth, as of Decenber 31, 1999, the acres of
devel oped and undevel oped natural gas and oil properties in which the Conpany had

an interest, listed al phabetically by state.
Devel oped Undevel oped
Acr eage Acr eage
G oss Net G oss Net

Col or ado 2,080 2,080 7, 600 7, 600
M chi gan 27,500 27,500 37,000 37,000
Mont ana - - 22,000 22,000
Ghio 740 740 500 500
Pennsyl vani a 8, 700 8, 700 19, 000 19, 000
Tennessee 5, 400 5, 400 - -
Ut ah - - 58, 420 58, 420
West Virginia 49, 000 48, 840 9, 200 8,930
Tot al 93,420 93, 260 153, 720 153, 450

Title to Properties

The Conpany believes that it holds good and indefeasible title to its
properties, in accordance with standards generally accepted in the natural gas
i ndustry, subject to such exceptions stated in the opinion of counsel enployed in
the various areas in which the Conpany conducts its exploration activities, which
exceptions, in the Conpany's judgnment, do not detract substantially fromthe use
of such property. As is customary in the natural gas industry, only a perfunctory
title exam nation is conducted at the time the properties believed to be suitable
for drilling operations are acquired by the Conpany. Prior to the comencenent of
drilling operations, an extensive title exam nation is conducted and curative work
is performed with respect to defects which the Conpany deens
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to be significant. Atitle exam nation has been perforned with respect to
substantially all of the Conpany's producing properties. No single property owned
by the Conpany represents a material portion of the Conpany's hol di ngs. The
Conpany's properties are subject to customary royalty interests, liens incident to
operating agreenents, liens for current taxes and other burdens which the Conpany
believes do not naterially interfere with the use of or affect the value of such
properties.

The properties owned by the Conpany are subject to royalty, overriding
royalty and other outstanding interests customary in the industry. The properties
are al so subject to burdens such as liens incident to operating agreenents,
current taxes, devel opnent obligations under natural gas and oil |eases, farm -out
arrangenents and ot her encunbrances, easements and restrictions. The Conpany does
not believe that any of these burdens will materially interfere with the use of
the properties.

Nat ural Gas Sal es

Natural gas is sold by the Conpany under contracts with ternms ranging from
one nmonth to three years. Virtually all of the Conpany's contract pricing
provisions are tied to a market index, with certain adjustnments based on, anong
other factors, whether a well delivers to a gathering or transm ssion |ine,
quality of natural gas and prevailing supply and denand conditions, so that the
price of the natural gas fluctuates to renmain conpetitive with other avail able
natural gas supplies. As a result, the Conpany's revenues fromthe sale of
natural gas will suffer if nmarket prices decline and benefit if they increase. The
Conpany believes that the pricing provisions of its natural gas contracts are
customary in the industry.

The Conpany sells its natural gas to industrial end -users and utilities. No
custoner accounted for nmore than 10.0% of total revenues in 1999. One custoner,
Hope Gas, Inc., a regulated public utility ("Hope Gas"), accounted for 12.6% of
the Conpany's revenues fromoil and gas sales (5.4%of total revenues) in 1998 and
26. 6% of the Conpany's revenues fromoil and gas sales (12.0% of total revenues)
in 1997. The Conpany and Hope Gas were parties to a Pipeline Purchase Agreenent,
pursuant to which agreenent the Conpany delivered to Hope Gas, upon demand,

m ni mum quantities of natural gas (4,500 dth per day delivered directly to Hope
Gas's pipelines and 11,000 dth per day for total deliveries including both direct
and transferred volunes). The Conpany and Hope Gas were also parties to a Master
Gas Purchase Agreenent, which expired on May 31, 1999, pursuant to which the
Conmpany offered to Hope Gas all volunmes of natural gas available at specific
points of delivery, up to the mninmmdelivery requirenents of the Pipeline
Purchase Agreenment. No ot her single purchaser of the Conpany's natural gas
accounted for 10% or nore of the Conpany's total revenues during 1999, 1998 or
1997.

At Decenber 31, 1999, natural gas produced by the Company sold at prices per
Mcf ranging from $0.90 to $4. 35, depending upon well location, the date of the
sal es contract and whether the natural gas was sold in interstate or intrastate
conmer ce. The weighted net average price of natural gas sold by the Conpany
during 1999 was $2.46 per Mf.

In general, the Conpany, together with its marketing subsidiary, RNG has
been and expects to continue to be able to produce and sell natural gas fromits
wel I's without curtail ment by providing natural gas to purchasers at conpetitive
prices. Open access transportation on the country's interstate pipeline system has
greatly increased the range of potential markets. Wenever feasible the Conpany
allows for multiple market possibilities fromeach of its gathering systens, while
seeki ng the best available market for its natural gas at any point in tine.
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Natural Gas Marketing

The Conpany's natural gas marketing activities involve the aggregati on and
reselling of natural gas produced by the Conpany and ot hers. The Conpany believes
that, as natural gas nmarkets are deregul ated, successful natural gas marketing is
essential to profitable operations. A variety of factors affect the narket for
natural gas, including the availability of other domestic production, natural gas
inmports, the availability and price of alterative fuels, the proximty and
capacity of natural gas pipelines, general fluctuations in the supply and denand
for natural gas and the effects of state and federal regul ations on natural gas
production and sal es. The natural gas industry also conpetes with other industries
in supplying the energy and fuel requirenments of industrial, comercial and
i ndi vi dual custoners.

In 1996, the Conpany acquired RNG an Appal achi an Basin natural gas marketing
conpany that specializes in the acquisition and aggregati on of Appal achi an Basin
gas production. The owner/nmanagers and enpl oyees of RNG joi ned the Conpany, and
RNG s operations were relocated to the Conpany's headquarters. RNG rmarkets natura
gas produced by the Conpany and al so purchases natural gas from ot her producers
and resells to utilities, end users or other marketers. The enpl oyees of RNG have
extensi ve knowl edge of the natural gas narket in the Appal achian region. Such
know edge assists the Conpany in nmaximzing its prices as it markets natural gas
from Conpany -operated wells. RNG and its managenent al so brought to the Conpany
speci fic know edge and rel ati onships with nany producers in the Appal achian Basin
regi on. Paranount Transm ssion Corporation ("PTC'), an Chio subsidiary of the
Conpany, focuses its efforts on the marketing of Chio natural gas production to
comercial and industrial end-users.

In West Virginia, Pennsylvania, Mchigan and Col orado, the Conpany markets
natural gas fromits own wells and wells operated for its investnent partnerships.
The gas is marketed to natural gas utilities, pipelines and industrial and
conmer ci al customers, either directly through the Conpany's gathering system or
utilizing transportation services provided by regul ated interstate pipeline
compani es.

Hedgi ng Activities

The Conpany utilizes compdity -based derivative instrunents as hedges to
manage a portion of its exposure to price volatility stemmng fromits natural gas
sales and narketing activities. These instrunments consist of NYMEX -traded natura
gas futures and option contracts. The contracts hedge committed and anti ci pated
natural gas purchases and sal es, generally forecasted to occur within a three - to
twel ve-nmont h period. Conpany policy prohibits the use of natural gas futures or
options for specul ative purposes and pernits utilization of hedges only if there
i s an underlying physical position.

The Conpany has extensive experience with the use of financial hedges to
reduce the risk and inpact of natural gas price changes. These hedges are used to
coordinate fixed and variabl e priced purchases and sales and to "lock in" fixed
prices fromtime to time for the Conpany's share of production. In order for
future contracts to serve as effective hedges, there nust be sufficient
correlation to the underlying hedged transaction. Wile hedging can hel p provide
price protection if spot prices drop, hedges can also linmit upside potential.

Despite the nmeasures taken by the Conpany to attenpt to control price risk
t he Conpany renmains subject to price fluctuations for natural gas sold in the spot
market. The Conpany continues to evaluate the potential for reducing these risks
by entering into hedge transactions. In addition, the Conpany may al so cl ose out
any portion of hedges that may exist fromtine to time. As of Decenber 31, 1999,
there were 182 existing hedge positions representing 1,820,000 Mrbtu.
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Fi nancing of Drilling Activities

The Company conducts devel opnent drilling activities for its own account and
for other investors. In 1984, the Conpany began sponsoring private drilling
limted partnerships, and, in 1989, the Conpany began to register the partnership
interests offered under public drilling prograns with the SEC. The Conpany's
public partnerships had $36.1 mllion in subscriptions in 1999. Funds received
pursuant to drilling contracts were $40.9 million in 1998 and $35.5 mllion in
1997. The Conpany generally invests, as its equity contribution to each drilling
partnershi p, an additional sum approxi mating 20% of the aggregate subscriptions
received for that particular drilling partnership. As a result, the Conpany is
subj ect to substantial cash comitnents at the closing of each drilling
partnership. The funds received fromthese prograns are restricted to use in
future drilling operations. Wile funds were received by the Conpany pursuant to
drilling contracts in the years indicated, the Conpany recogni zes revenues from
drilling operations on the percentage of conpletion nmethod as the wells are
drilled, rather than when funds are received. Mst of the Conpany's drilling and
devel opnent funds now are received from partnerships in which the Conpany serves
as nmanagi ng general partner. However, because wells produce for a nunber of years,
t he Conpany continues to serve as operator for a |large nunber of unaffiliated
parties. In addition to the partnership structure, the Conpany also utilizes joint
venture arrangenents for financing drilling activities

The financing process begi ns when the Conpany enters into a devel opnent
agreement with an investor partner, pursuant to which the Conpany agrees to assign
its rights in the property to be drilled to the partnership or other entity. The
partnership or other entity thereby beconmes owner of a working interest in the

property.

The Conpany's devel opnent contracts with its investor partners have
historically taken many different forns. General |y the agreenents can be
classified as on a "footage-based" rate, whereby the Conpany receives drilling and
conpl etion paynments based on the depth of the well; "cost -plus,” in which the
Conpany is reinmbursed for its actual cost of drilling plus sonme additional anount
for overhead and profit; or "turnkey," in which a specified anpbunt is paid for
drilling and another anount for conpletion. As part of the conpensation for its
services, the Conpany al so has received sone interest in the production fromthe
well in the formof an overriding royalty interest, working interest or other
proportionate share of revenue or profits. The Conpany's devel opnment contracts my
provi de for a conbination of several of the foregoing paynment options. Basic
drilling and conpletion operations are perforned on a footage -based rate, with
| eases and gathering pipelines being contributed at Conpany cost. The Conpany may
al so purchase a working interest in the subject properties.

The | evel of the Conpany's drill i ng and devel oprent activity is dependent
upon the amount of subscriptions in its public drilling partnerships and
i nvestments from ot her partnerships or other joint venture partners. The use of
partnerships and sinilar financing structures enables the Conpany to diversify its
hol di ngs, thereby reducing the risks to its devel opment investnments. Additionally,
t he Conpany benefits through such arrangenments by its receipt of fees for its
managenment services and/or through an increased share in the revenues produced by
t he devel oped properties. The Conmpany believes that investnents in drilling
activities, whether through Conpany -sponsored partnerships or other sources, are
influenced in part by the favorable treatnent that such investnents enjoy under
the federal inconme tax |aws. No assurance can be given that the Conpany w ||
continue to have access to funds generated through these financing vehicles
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G| Production

Bef ore 1980, the Conpany generated a significant portion of its revenues from
oi |l production. However, the Conpany nade a strategic decision to concentrate its
devel opnent efforts on natural gas production and nost of the Conpany's current
oil production is associated with natural gas production. The Conpany's current
production of oil is fromwells located in Tennessee, Chio, West Virginia and
Colorado. In 1999, its share of oil production is about 8,000 barrels. The
Conpany's acquisition in Decenber 1999 of 53 wells in Col orado, and ongoi ng
devel opnent activities in Colorado and Mchigan are resulting in a significant
increase in oil production and reserves. At the end of 1999 oil was about 6% of
the Conpany's total equivalent reserves. The Conpany is currently able to sel
all the oil that it can produce under existing sales contracts with petrol eum
refiners and marketers. The Conpany does not refine any of its oil production. The
Conpany's crude oil production is sold to purchasers at or near the Conpany's
wel I s under short -term purchase contracts at prices and in accordance wit h
arrangenents which are customary in the oil industry. No single purchaser of the
Conpany's crude oil accounted for 10% or nore of the Conpany's revenues from oi
and gas sales in 1999, 1998 or 1997 . At Decenber 31, 1999, oil produced by the
Conpany sold at prices ranging from $21.75 to $24.57 per barrel, dependi ng upon
the location and quality of oil. In 1999, the weighted net average price per
barrel of oil sold by the Conpany was $18. 75

G| production is subject to nany of the sane operating hazards and
envi ronnental concerns as natural gas production, but is also subject to the risk
of oil spills. Federal regulations require certain owers or operators of
facilities that store or otherw se handle oil, such as the Conpany, to procure and
i mpl ement spill prevention, control, counter-neasures and response plans relating
to the possible discharge of oil into surface waters. The G| Pollution Act of
1990 ("OPA") subjects owners of facilities to strict joint and several liability
for all containnent and cl eanup costs and certain other damages arising fromoi
spills. Nonconpliance with OPA may result in varying civil and crimnal penalties
and liabilities. Operations of the Conpany are al so subject to the Federal C ean
Wat er Act and anal ogous state laws relating to the control of water pollution,
which | aws provide varying civil and crimnal penalties and liabilities for
rel ease of petroleumor its derivatives into surface waters or into the ground.

Gover nment al Regul ati on

The Conpany's business and the n atural gas industry in general are heavily
regul ated. The availability of a ready market for natural gas production depends
on several factors beyond the Conpany's control. These factors include regul ation
of natural gas production, federal and state regul ati ons governi ng environnent al
quality and pollution control, the amount of natural gas available for sale, the
avai lability of adequate pipeline and other transportati on and processing
facilities and the marketing of conpetitive fuels. State and federal regul ations
generally are intended to prevent waste of natural gas, protect rights to produce
natural gas between owners in a comon reservoir and control contani nation of the
environnent. Pipelines are subject to the jurisdiction of various federal, state
and | ocal agencies. The Conmpany takes the steps necessary to conply with
applicabl e regul ations both on its own behalf and as part of the services it
provides to its investor partnerships. The Conpany believes that it is in
substantial conpliance with such statutes, rules, regul ati ons and governnenta
orders, although there can be no assurance that this is or will remain the case
The foll owi ng discussion of the regulation of the United States natural gas
industry is not intended to constitute a conplete discussion of the various
statutes, rules, regulations and environnmental orders to which the Conpany's
operations may be subject.
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Regul ation of Natural Gas Exploration and Production

The Conpany's natural gas operations are subject to various types of
regulation at the federal, state and local levels. Prior to commencing drilling
activities for a well, the Conpany must procure pernits and/or approvals for the
various stages of the drilling process fromthe applicable state and | oca
agencies in the state in which the area to be drilled is |located. Such permts and
approval s include those for the drilling of wells, and such regul ation includes
mai nt ai ni ng bondi ng requirenents in order to drill or operate wells and regul ating
the I ocation of wells, the nmethod of drilling and casing wells, the surface use

and restoration of properties on which wells are drilled, the plugging and
abandoni ng of wells and the disposal of fluids used in connection with operations.
The Conpany's operations are al so subject to various conservation |aws and

regul ations. These include the regulation of the size of drilling and spacing
units or proration units and the density of wells which nay be drilled and the

uni tization or pooling of natural gas properties. In this regard, sone states
allow the forced pooling or integration of tracts to facilitate exploration while
other states rely primarily or exclusively on voluntary pooling of |ands and

| eases. In areas where pooling is voluntary, it nmay be nore difficult to form
units, and therefore, nore difficult to develop a project if the operator owns

| ess than 100% of the | easehold. |In addition, state conservation |aws establish
maxi mum rates of production fromnatural gas wells, generally prohibit the venting
or flaring of natural gas and inpose certain requirenments regarding the ratability
of production. The effect of these regulations may lint the amount of natural gas
t he Conpany can produce fromits wells and may linmit the nunber of wells or the

| ocations at which the Conmpany can drill. The regul atory burden on the natural gas
i ndustry increases the Conpany's costs of doing business and, consequently,
affects its profitability. 1In as much as such |aws and regul ations are

frequently expanded, anended and reinterpreted, the Conpany is unable to predict
the future cost or inpact of conplying with such regul ations

Regul ation of Sales and Transportati on of Natural Gas

Hi storically, the transportation and sale for resale of natural gas in
i nterstate commerce have been regul ated pursuant to the Natural Gas Act of 1938,
the Natural Gas Policy Act of 1978 (the "NGPA') and the regul ati ons promnul gated
t hereunder by FERC. Maxi mum selling prices of certain categories of natural gas
sold in "first sales,” whether sold in interstate or intrastate conmerce, were
regul ated pursuant to the NGPA. The Natural Gas Wl | head Decontrol Act (the
"Decontrol Act") removed, as of January 1, 1993, all remining federal price
controls from natural gas sold in "first sales" on or after that date. FERC s
jurisdiction over natural gas transportation was unaffected by the Decontrol Act.
Wil e sales by producers of natural gas and all sales of crude oil, condensate and
natural gas liquids can currently be made at market prices, Congress coul d reenact
price controls in the future.

The Conpany's sales of natural gas are affected by the availability, terns
and cost of transportation. The price and terns for access to pipeline
transportation are subject to extensive regulation. In recent years, FERC has
undertaken various initiatives to increase conpetition within the natural gas
industry. As a result of initiatives |like FERC Order No.636, issued in April 1992,
the interstate natural gas transportation and marketing system has been
substantially restructured to renove various barriers and practices that
historically limted non -pipeline natural gas sellers, including producers, from
effectively conpeting with interstate pipelines for sales to |ocal distribution
conpani es and large industrial and comrercial custoners. The nost significant
provi sions of Order No.636 require that interstate pipelines provide
transportation separate or "unbundl ed" fromtheir sales service, and require that
pi pelines provide firmand interruptible transportati on service on an open access
basis that is equal for all natural gas suppliers. In many instances, the result
of Order No.636 and related initiatives have been to substantially reduce or
elimnate the interstate
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pi pelines' traditional role as whol esal ers of natural gas in favor of providing
only storage and transportation services. Another effect of regulatory
restructuring is the greater transportation access available on interstate
pipelines. In some cases, producers and nmarketers have benefitted fromthis
avail ability. However, conpetition anong suppliers has greatly increased and
traditional long-term producer -pipeline contracts are rare. Furthernore, gathering
facilities of interstate pipelines are no |onger regul ated by FERC, thus allow ng
gatherers to charge higher gathering rates.

Addi tional proposals and proceedi ngs that nmight affect the natural gas
i ndustry are pendi ng before Congress, FERC, state conm ssions and the courts. The
natural gas industry historically has been very heavily regul ated; therefore
there is no assurance that the | ess stringent regul atory approach recently pursued
by FERC and Congress w |l continue. The Conpany cannot determ ne to what extent
future operations and earnings of the Conmpany will be affected by new | egi sl ation
new regul ati ons, or changes in existing regulation, at federal, state or |oca
| evel s.

Envi ronment al Regul ati ons

The Conpany's operations are subject to nunerous |aws and regul ati ons
governing the discharge of materials into the environnent or otherwise relating to
environnental protection. Public interest in the protection of the environment has
increased dramatically in recent years. The trend of nore expansive and stricter
environnental |egislation and regul ations could continue. To the extent |aws are
enacted or other governnental action is taken that restricts drilling or inposes
environnental protection requirements that result in increased costs to the
natural gas industry in general, the business and prospects of the Conpany coul d
he adversely affected.

The Co npany generates wastes that nmay be subject to the Federal Resource
Conservation and Recovery Act ("RCRA') and conparable state statutes. The U. S
Envi ronmental Protection Agency ("EPA') and various state agencies have linited
the approved nethods of disposal for certain hazardous and nonhazardous wastes
Furthernmore, certain wastes generated by the Conpany's operations that are
currently exenpt fromtreatment as "hazardous wastes" may in the future be
designated as "hazardous wastes," and therefore be subject to nore rigorous and
costly operating and di sposal requirenents.

The Conpany currently owns or | eases nunerous properties that for nmany years
have been used for the exploration and production of oil and natural gas. Although
t he Conpany believes that it has utilized good operating and waste di sposa
practices, prior owners and operators of these properties may not have utilized
simlar practices, and hydrocarbons or other wastes may have been di sposed of or
rel eased on or under the properties owned or |eased by the Conpany or on or under
| ocati ons where such wastes have been taken for disposal. These properties and
the wastes disposed thereon nay be subject to the Conprehensive Environnental
Response, Conpensation and Liability Act ("CERCLA"), RCRA and anal ogous state | aws
as well as state | aws governing the nmanagenment of oil and natural gas wastes
Under such | aws, the Conpany could be required to renove or renediate previously
di sposed wastes (including wastes di sposed of or released by prior owners or
operators) or property contam nation (including groundwater contanination) or to
perform renedi al plugging operations to prevent future contani nation

CERCLA and sinilar state laws inpose liability, without regard to fault or
the legality of the original conduct, on certain classes of persons that are
consi dered to have contributed to the rel ease of a "hazardous substance" into the
envi ronnent. These persons include the owner or operator of the disposal site or
sites where the rel ease occurred and conpani es that disposed of or arranged for
t he di sposal of the hazardous substances found at the site. Persons who are or
were responsible for rel ease of hazardous substances under CERCLA nay be subject
to joint and several liability for the costs of cleaning up the
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hazar dous substances that have been rel eased into the environment and for damages
to natural resources, and it is not uncommon for neighboring | andowners and ot her
third parties to file clains for personal injury and property danage allegedly
caused by the hazardous substances rel eased into the environnent.

The Conpany's operations may be subject to the Clean Air Act ("CAA'") and
conpar abl e state and | ocal requirenents. Arendnents to the CAA were adopted in
1990 and contain provisions that may result in the gradual inposition of certain
pol lution control requirenments with respect to air emi ssions fromthe operations
of the Conpany. The EPA and states have been devel opi ng regul ati ons to i npl enent
these requirenments. The Conpany may be required to incur certain capital
expenditures in the next several years for air pollution control equipnent in
connection with naintaining or obtaining operating pernits and approval s
addressing other air emission-related issues.

The Conpany's expenses relatin g to preserving the environment during 1999
were not significant in relation to operating costs and the Conpany expects no
mat eri al change in 2000. Environnental regulations have had no naterially adverse
effect on the Conpany's operations to date, but no assurance can be given that
environnental regulations will not, in the future, result in a curtailment of
production or otherwi se have a nmaterially adverse effect on the Conpany's
busi ness, financial condition or results of operations

As a nmatter of cor porate policy and comitnent, the Conpany attenpts to
mnimze the adverse environmental inpact of all its operations. For exanple,
during 1999, the Conpany was one of the npbst active drilling conmpanies in the
northeast. Even with this level of activity, the Conpany was able to maintain a
hi gh | evel of environnental sensitivity. During the 1990's, the Conpany has been a
nine-tine recipient of the West Virgi nia Departnment of Environnental Protection's
top award in recognition of the quality of the Conpany's environnental and
reclamation work in its drilling activities.

Uility Regul ation

PNG, which is an Onio public utility, is subject to regulation by the Public
Uilities Commission of Chio in virtually all of its activities, including pricing
and supply of services, addition of and abandonment of service to custoners,
design and construction of facilities, and safety issues.

Operating Hazards and | nsurance

The Conpany's exploration and production operations include a variety of
operating risks, including the risk of fire, explosions, blowuts, craterings,
pi pe failure, casing collapse, abnornally pressured formations, and environmnental
hazards such as gas | eaks, ruptures and discharges of toxic gas, the occurrence of
any of which could result in substantial |osses to the Conpany due to injury and
loss of life, severe damage to and destruction of property, natural resources and
equi prent, pol lution and other environmental danmege, clean -up responsibilities
regul atory investigation and penalties and suspensi on of operations. The Conpany's
pi peline, gathering and distribution operations are subject to the nany hazards
inherent in the natural gas industry. These hazards include damage to wells,
pi pelines and ot her related equi pnent, and surroundi ng properties caused by
hurricanes, floods, fires and other acts of God, inadvertent danage from
construction equi pnent, |eakage of natural gas and other hydrocarbons, fires and
expl osi ons and other hazards that could also result in personal injury and | oss of
life, pollution and suspension of operations.
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Any significant problens related to its facilities could adversely affect the
Conpany's ability to conduct its operations. In accordance with customary industry
practice, the Conpany naintains insurance agai nst sone, but not all, potentia
ri sks; however, there can be no assurance that such insurance will be adequate to
cover any | osses or exposure for liability. The occurrence of a significant event
not fully insured against could materially adversely affect the Conpany's
operations and financial condition. The Conpany cannot predict whether insurance
will continue to be available at premiumlevels that justify its purchase or
whet her insurance will be available at all.

Conpetition

The Conpany believe s that its exploration, drilling and production
capabilities and the experience of its managenent generally enable it to conpete
effectively. The Conpany encounters conpetition from numerous other natural gas
conpanies, drilling and incorme prograns and partnerships in all areas of its
operations, including drilling and nmarketing natural gas and obtai ning desirable
natural gas |eases. Many of these conpetitors possess |arger staffs and greater
financial resources than the Conpany, which may enable themto identify and
acquire desirabl e producing properties and drilling prospects nore economcally.
The Conpany's ability to explore for natural gas prospects and to acquire
addi ti onal properties in the future depends upon its ability to conduct its
operations, to evaluate and sel ect suitable properties and to consumate
transactions in this highly conpetitive environnent. The Conpany conpetes with a

nunber of other conpanies which offer interests in drilling partnerships with a
wi de range of investment objectives and program structures. Conpetition for
i nvestment capital for both public and private drilling programs is intense. The

Conpany al so faces intense conpetition in the nmarketing of natural gas from
conpetitors including other producers as well as marketing conpanies. Al so,
i nternational devel opnents and the possible inproved econom cs of donestic natura
gas exploration may influence other oil conpanies to increase their donestic
natural gas exploration. Furthernore, conpetition anong natural gas conpanies for
favorabl e natural gas prospects can be expected to continue, and it is anticipated
that the cost of acquiring natural gas properties may increase in the future
Factors affecting conpetition in the natural gas industry include price, |ocation,
avail ability, quality and volune of natural gas. The Conpany believes that it can
conpete effectively in the natural gas industry on each of the foregoing factors
Nevert hel ess, the Conpany's business, financial condition or results of
operations could be materially adversely affected by conpetition

Enpl oyees
As of Decenber 31, 1999, the Conpany had 91 enpl oyees, including 13 in

finance, 7 in administration, 14 in exploration and devel opnent, 52 in production
and 5 in natural gas nmarketing. The Conpany's engi neers, supervisors and wel

tenders are generally responsible for the day -to-day operation of wells and
pi peline systenms. In addition, the Conpany retains subcontractors to perform
drilling, fracturing, |ogging, and pipeline construction functions at drilling

sites. The Conpany's enpl oyees act as supervisors of the subcontractors.

The Conpany's enpl oyees are not covered by a coll ective bargaini ng agreenent.
The Conpany considers relations with its enployees to be excellent.
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Facilities

The Conpany owns and occupi es three buildings in Bridgeport, West Virginia
two of which serve as the Conpany's headquarters and one which serves as a field
operating site. The Conpany also owns a field operating building in GImer
County, West Virginia. The Conpany leases field operating offices in
Pennsyl vani a, M chi gan, Col orado, and Chi o under operating |eases. The Conpany
believes that its current facilities are sufficient for its current and
antici pated operations.

Item 3. Legal Proceedi ngs

Fromtime to time the Conpany is a party to various |egal proceedings in the
ordi nary course of business. The Conpany is not currently a party to any
litigation that it believes would nmaterially affect the Conpany's business,
financial condition or results of operations.

Iltem 4. Submi ssion of Matters to a Vote of Security Hol ders

No matters were subnmitted to a vote of security holders during the fourth
quarter of the fiscal year covered by this report.

PART 11

Item 5. Market for the Conpany's Commobn Stock and Rel ated Security Hol der
Matters

The common stock of the Conpany is traded in the over-the-counter narket
under the synbol PETD. The following table sets forth, for the periods indicated
the high and | ow bid quotations per share of the Conpany's conmmon stock in the
over-the-counter market, as reported by the National Quotation Bureau
I ncorporated. These quotations represent inter-dealer prices w thout retai
mar kups, mar kdowns, conmi ssions or other adjustnents and may not represent actua
transacti ons.

Hi gh Low
1998
First Quarter 6 5/8 4 1/8
Second Quarter 6 1/24 13/16
Third Quarter 5 1/23 5/16
Fourth Quarter 5 3/8 2 15/ 16
1999
First Quarter 3 15/ 16 2718
Second Quarter 4 11/16 3 5/16
Third Quarter 5 3/8 4 3/16
Fourth Quarter 4 13/16 3 23/32

As of Decenber 31, 1999, there were approximately 1,349 record hol ders of the
Conpany' s common st ock

The Conpany has not paid any dividends on its conmon stock and currently
intends to retain earnings for use in its business. Therefore, it does not expect
to declare cash dividends in the foreseeable future. Further, the Conpany's Credit
Agreenent restricts the paynent of dividends.
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Item6. Selected Financial Data (1)
1999 1998 1997 1996

2nues

and gas wel |

I'ling
arations $42, 115, 600 $40, 447, 100 $34, 405, 400 $18, 698, 200

and gas sal es 46, 988, 100 35, 560, 300 33, 390, 200 26, 051, 100
| operations
1come 5, 314, 500 4,581, 000 4,509, 300 3,928, 800
1er incone 2,392, 400 2, 385, 200 1,573,100 935, 600
Tot al $96, 810, 600 $82, 973, 600 $73, 878, 000 $49, 613, 700
's and Expenses
axcl udi ng
iterest and
apreci ati on,
apl eti on and
1ortization) $82, 496, 500 $71, 094, 900 $61, 219, 600 $42, 274, 100
arest Expense $__ 182,400 $ - $__ 315,900 $__ 380, 000
“eci ation,
Jletion and
tization $_4,031, 200 $_3, 253, 600 $_2, 660, 300 $_2, 309, 600
I ncone $_7,824, 300 $_6, 658, 000 $_7,586, 800 $_3,549, 400
c earnings

common share $.50 $.43 $ .67 $ .34
Jted earnings

share $.48 $.41 $ .67 $ .34
"age Conmon and
mon Equi val ent
ares CQut standi ng
"ing the Year 16, 286, 852 16, 338, 298 12, 540, 165 11, 542, 315

Decenber 31,
1999 1998 1997 1996

il Assets $132, 083, 600 $111, 409, 000 $98, 411, 600 $63, 604, 200
<ing Capital $_(2,503,900) $__1,633,400 $16, 483, 200 $(2, 357, 200)
J- Ter m Debt,
>l udi ng current
‘urities $_9,300,000 $ - $ - $_5, 320, 000
>khol der s
Jity $70, 724,900 $_62, 746,700 $55, 766, 100 $23, 072, 500

See Consol i dated Fi nanci a

St at enent s el sewhere herein.
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n 7. Managenent's Di scussion and Analysis of Financial Condition and
Results of Operations

Safe Harbor Statenent Under the Private Securities
Litigation Reform Act of 1995

Statenments, other than historical facts, contained in this Annual Report on
Form 10-K, including statements of estimated oil and gas producti on and reserves
drilling plans, future cash flows, anticipated capital expenditures and Managenent's
strategi es, plans and objectives, are "forward | ooking staterments” within the
nmeani ng of Section 27A of the Securities Act of 1933, as anended, and Section 21E of
the Securities Exchange Act of 1934, as anended. Although the Conpany believes that
its forward | ooking statenments are based on reasonabl e assunptions, it cautions that
such statenments are subject to a wide range of risks and uncertainties incident to
the exploration for, acquisition, devel opnent and narketing of oil and gas, and it
can give no assurance that its estimates and expectations wll be realized.
I nportant factors that could cause actual results to differ materially fromthe
forward | ooki ng statenments include, but are not Iimted to, changes in production
vol unes, worl dwi de demand, and commodity prices for petroleumnatural resources; the
timng and extent of the Conpany's success in discovering, acquiring, devel oping and
produci ng oil and gas reserves; risks incident to the drilling and operation of oi
and gas wells; future production and devel opment costs; the effect of existing and
future | aws, governnental regulations and the political and economc climte of the
United States; the effect of hedging activities; and conditions in the capita
markets. O her risk factors are discussed el sewhere in this Form 10-K

Resul ts of Operations

Year Ended Decenber 31, 1999 Conpared with Decenber 31, 1998

Revenues. Total revenues for the year ended Decenber 31, 1999 were $96.8
mllion conpared to $83.0 nmillion for the year ended Decenber 31, 1998, an increase
of approximately $13.8 million, or 16.6% Drilling revenues for the year ended
Decenber 31, 1999 were $42.1 million conpared to $40.4 for the year ended Decenber
31, 1998, an increase of approximately $1.7 mllion, or 4.2% Such increase was due
to an increase in drilling and conpletion activities, which was a direct result of
an increase in drilling funds fromthe Conmpany's public drilling prograns. G 1 and
gas sales for the year ended Decenber 31, 1999 were $47.0 million conpared to $35.6
mllion for the year ended Decenber 31, 1998, an increase of approximtely $11.4
mllion, or 32.0% Such increase was due to the natural gas marketing activities of
RNG, along with increased production fromthe Conpany's produci ng properties. The
increase in production fromthe Conpany's producing properties from 1998 to 1999 was
40.7% Wl |l operations and pipeline income for the year ended Decenber 31, 1999 was
$5.3 million conpared to $4.6 nillion for the year ended Decenber 31, 1998, an
i ncrease of approximately $700,000 or 15.2% Such increase resulted froman
increase in the nunber of wells operated by the Conpany. Oher incone renmained
constant at $2.4 nmillion for the years ended Decenber 31, 1999 and 1998. However
for the year ended Decenber 31, 1999 a gain on the sale of oil and gas property
of fset the decrease in interest earned in 1999 conpared to 1998 due to | ower average
cash bal ances.

Costs and expenses. Costs and expenses for the year ended Decenmber 31, 1999
were $86.7 mllion conpared to $74.3 million for the year ended Decenmber 31, 1998
an increase of approximately $12.4 mllion, or 16.7% GO and gas well drilling
operations costs for the year ended Decenber 31, 1999 were $35.5 million conpared to
$35.0 million for the year ended Decenber 31, 1998, an increase of approximtely
$500, 000 or 1.4% Such increase resulted from additional expenses due to increased
drilling activity. G and gas purchases and production costs for the year ended
Decenber 31, 1999 were $44.2 million conpared to $33.6 nmillion for the year ended
Decenber 31, 1998, an increase of approxinmately $10.6 mllion, or 31.5% Such
increase was due primarily to natural gas marketing activities of RNG along with
production costs associated with the increased production
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fromthe Conpany's producing properties. General and adninistrative expenses for
the year ended Decenber 31, 1999 were $2.8 nillion conpared to $2.5 mllion for the
year ended Decenber 31, 1998, an increase of approxi mately $300, 000. Depreciation,
depl etion and anortization costs for the year ended Decenber 31, 1999 were $4.0
mllion conpared to $3.3 nmillion for the year ended Decenber 31, 1998, an increase
of approxi mately $700,000 or 21.2% Such increase was due to the increased anpunt
of investnent in oil and gas properties owed by the Conpany. Interest costs were
$182, 000 for the year ended Decenber 31, 1999 as the Conpany utilized its credit
agreenment during the third and fourth quarters of 1999

Net inconme. Net incone for the year ended Decenber 31, 1999 was $7.8 million
conpared to $6.7 nillion for the year ended Decenber 31, 1998, an increase of
approximately $1.1 million or 16.4%

Year Ended Decenber 31, 1998 Conpared with Decenber 31, 1997

Revenues. Total revenues for the year ended Decenber 31, 1998 were $83.0
mllion conpared to $73.9 nillion for the year ended Decenber 31, 1997, an increase
of approximately $9.1 million, or 12.3% Drilling revenues for the year ended
Decenber 31, 1998 were $40.4 million conpared to $34.4 for the year ended Decenber
31, 1997, an increase of approximately $6.0 mllion, or 17.4% Such increase was
due to an increase in drilling and conpletion activities, which was a direct result
of an increase in drilling funds fromthe Conpany's public drilling programs. Ql
and gas sales for the year ended Decenber 31, 1998 were $35.6 nmillion conpared to
$33.4 million for the year ended Decenber 31, 1997, an increase of approximtely
$2.2 million, or 6.6% Such increase was due primarily to the natural gas marketing
activities of RNG along with increased production fromthe Conpany's producing
properties. This increase in production was offset in part by |ower average sal es
prices fromthe Conpany's produci ng properties and decreased natural gas purchased
for resale. Well operations and pipeline income for the year ended Decenber 31
1998 was $4.6 nmillion conpared to $4.5 million for the year ended Decenber 31, 1997
an increase of approximtely $100,000, or 2.2% Such increase resulted from an
increase in the nunmber of wells operated by the Conpany. Oher incone for the year
ended Decenber 31, 1998 was $2.4 million conpared to $1.6 nmillion for the year ended
Decenber 31, 1997, an increase of approxi mately $800, 000 or 50.0% Such increase
was due to managenent fees earned on higher volunmes of drilling partnerships and
i nterest earned on higher average cash bal ances.

Costs and expenses. Costs and expenses for the year ended Decenmber 31, 1998
were $74.3 million conpared to $64.2 million for the year ended Decenber 31, 1997
an increase of approximately $10.1 mllion, or 15.7% GO and gas well drilling
operations costs for the year ended Decenber 31, 1998 were $35.0 million conpared to
$28.0 million for the year ended Decenmber 31, 1997, an increase of approximtely
$7.0 million, or 25.0% Such increase resulted from additional expenses due to
increased drilling activity. Q1 and gas purchases and production costs for the
year ended Decenber 31, 1998 were $33.6 mllion conpared to $30.9 nmillion for the
year ended Decenber 31, 1997, an increase of approximately $2.7 nmillion, or 8.7%
Such increase was due primarily to natural gas marketing activities of RNG al ong
wi th production costs associated with the increased production fromthe Conpany's
produci ng properties, offset in part by |ower volumes of gas purchased for resale by
t he Conpany. Ceneral and administrative expenses for the year ended Decenber 31
1998 were $2.5 million conpared to $2.3 nmillion for the year ended Decenber 31
1997, an increase of approximtely $200,000. Depreciation, depletion and
anortization costs for the year ended Decenber 31, 1998 were $3.3 nmillion conpared
to $2.7 mllion for the year ended Decenber 31, 1997, an increase of approxinately
$600, 000 or 18.5% Such increase was due to the increased ambunt of investnment in
oil and gas properties owned by the Conmpany. Interest costs were elinminated after
t he Conpany extingui shed the bal ance on its bank credit line in Novenber, 1997
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Net inconme. Net incone for the year ended Decenber 31, 1998 was $6.7 million
conpared to $7.6 nmillion for the year ended Decenber 31, 1997, a decrease of
approxi matel y $900, 000, or 11.8%

Year 2000 |ssue

The Conpany experienced no known disruptions as a result of the year date
change and intends to continue nonitoring its critical systenms at various other date
changes during the Year 2000.

The Conpany expenditures for addressing Year 2000 issues were not naterial, nor
does the Conpany expect to incur any significant costs addressing Year 2000 issues
in the future

Li quidity and Capital Resources

The Conpany fund s its operations through a comnbination of cash flow from

operations, capital raised through stock offerings and drilling partnerships, and
use of the Conpany's credit facility. Operational cash flow is generated by sal es
of natural gas fromthe Conpany's well interests, well drilling and operating

activities for the Conpany's investor partners, natural gas gathering and
transportation, and natural gas marketing. Cash paynents from Conpany-sponsored
partnerships are used to drill and conplete wells for the partnerships, with
operating cash flow accruing to the Conpany to the extent paynents exceed drilling
costs. The Conpany utilizes its revolving credit arrangenent to neet the cash flow
requirenments of its operating and investnment activities.

Sal es volu nmes of natural gas have continued to increase while natural gas
prices fluctuate nmonthly. The Conpany's natural gas sales prices are subject to
i ncrease and decrease based on various market-sensitive indices. A mgjor factor in
the variability of these indices is the seasonal variation of demand for the natura
gas, which typically peaks during the winter nonths. The volunes of natural gas
sales are expected to continue to increase as a result of continued drilling
activities and additional investment by the Conpany in oil and gas properties. The
Conpany utilizes commodity-based derivative instruments (natural gas futures and
option contracts traded on the NYMEX) as hedges to nanage a portion of its exposure
to this price volatility. The futures contracts hedge comm tted and anti ci pated
natural gas purchases and sales, generally forecasted to occur within a three to
twel ve-nont h peri od

The Conpany has a bank credit agreenment with First National Bank of Chicago
whi ch provi des a borrow ng base of $20.0 million, subject to adequate oil and
natural gas reserves. As of Decenber 31, 1999, the bal ance outstanding on the |line
of credit is $9.3 nmillion. Interest accrues at prime, with LIBOR (London Interbank
Market Rate) alternatives avail able at the discretion of the Conpany. No principal
paynments are required until the credit agreenment expires on Decenber 31, 2002

The Conpany cl osed four public drilling partnerships during 1999. The tota
anmount received during 1999 was $36.1 million conpared to $40.9 mllion for 1998
The Conpany closed its fourth program of 1999 on Decenber 31, 1999 in the anount of
$18.7 million and will drill the wells during the first quarter 2000. The Conpany
generally invests, as its equity contribution to each drilling partnership, an
addi ti onal sum approxi mati ng 20% of the aggregate subscriptions received for that
particular drilling partnership. As a result, the Conpany is subject to substantia
cash conmmitnents at the closing of each drilling partnership. The funds received
fromthese prograns are restricted to use in future drilling operations. No
assurance can be made that the Conmpany will continue to receive this |level of
funding fromthese or future prograns.
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On January 29, 1999, the Conpany offered to purchase fromlnvestors their units
of investrment in the Conpany's Drilling Prograns formed prior to 1996. The Conpany
purhased approximately $1.8 nmillion of producing oil and gas properties in
conjunction with this offer, which expired on March 31, 1999. The Conpany utilized
capital received fromits 1997 public stock offering to fund this purchase

On Decenber 15, 1999, the Conpany purchased all of the working interest in 53
producing wells in the D-J Basin of Colorado. The Conpany estinates that the
purchase includes proved devel oped reserves of approxinmately 3.6 Bcf of natural gas
and 370,000 barrels of oil or approximately 5.8 Bcf equivalent ( Bcfe), along with
another 3.0 Bcfe of net developnent drilling |ocations. The total acquisition cost
for the wells and locations was $5.2 mllion. The Conpany utilized part of its
existing line of credit to fund the transaction. The effective date of the
transacti on was Decenber 1, 1999

The Conpany continues to pursue capital investnment opportunities in p roduci ng
natural gas properties as well as its plan to participate in its sponsored natural
gas drilling partnerships, while pursuing opportunities for operating inprovenments
and costs efficiencies. Mnagenent believes that the Conpany has adequate capita
to neet its operating requirements

New Accounting Standards

Statement of Accounting Standards No. 133, Accounting for Derivative
I nstrunents and Hedgi ng Activities (SFAS No. 133), was issued by the Financia
Accounting Standards Board in June, 1998. SFAS No. 133 standardi zed the accounting
for derivative instruments, including certain derivative instrunments enbedded in
other contracts. SFAS No. 133 is effective for years beginning after June 15, 2000;
however, early adoption is permtted. On adoption, the provisions of SFAS No. 133
nmust be applied prospectively. At the present tine, the Conpany cannot deternine
the inmpact that SFAS No. 133 will have on its financial statenents upon adoption, as
such inpact will be based on the extent of derivative instrunments, such as natural
gas futures and option contracts, outstanding at the date of adoption

Item 7. a. Quantitative and Qualitative D sclosure About Market Risk.

Mar ket - Sensitive Instrunents and Ri sk Managenent

The Conpany's primary market risk exposures are interest rate risk and
commodity price risk. These exposures are discussed in detail bel ow

Interest Rate Risk

The Conpany's exposure to market risk for changes in interest rates relates
primarily to the Conpany's interest-bearing cash and cash equival ents and | ong-term
debt. Interest-bearing cash and cash equival ents includes noney narket funds,
certificates of deposit and checki ng and savi ngs accounts with various banks. The
anount of interest-bearing cash and cash equivalents as of Decenmber 31, 1999 is
$9, 992,700 with an average interest rate of 3.63 percent. As of Decenber 31, 1999
t he Conpany has |ong-term debt of $9, 300,000 of which $6,300,000 is at a prine
interest rate of 8.5%and $3,000,000 at a LIBOR interest rate of 7.73%
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Commodity Price Risk

The Conpany utilizes conmodity-based derivative instrunments as hedges to nmanage
a portion of its exposure to price risk fromits natural gas sal es and marketing
activities. These instrunments consist of NYMEX-traded natural gas futures contracts
and option contracts. These hedgi ng arrangenents have the effect of locking in for
specified periods (at predetermned prices or ranges of prices) the prices the
Conpany will receive for the volume to which the hedge relates. As a result, while
t hese hedgi ng arrangenments are structured to reduce the Conmpany's exposure to
decreases in price associated with the hedging commodity, they also limt the
benefit the Conpany ni ght otherw se have received fromprice increases associ at ed
with the hedged commodity. The Conpany's policy prohibits the use of natural gas
future and option contracts for specul ative purposes. As of Decenber 31, 1999, PDC
had entered into a series of natural gas future contracts and options contracts.
Open future contracts maturing in 2000 are for the purchase of 1,820,000 MvBtu of
natural gas with a weighted average price of $2.3725 MBtu resulting in a total
contract anount of $4,317,950, and a fair market value of $350, 500.

PART 111

| tem 8. Financial Statenents and Suppl enentary Dat a:

The response to this Itemis set forth herein in a separate section of
this Report, beginning on Page F-1.

Item 9. Changes in and Di sagreenents with Accountants on Accounting and Fi nanci al

Di scl osure.
None.

I tem 10. Directors and Executive Oficers of the Conpany

Directors and Oficers of the Conmpany

The directors and officers of the Conpany, their principal occupations for the

past five years and additional information are set forth bel ow
Nare Age Positions and O fices Held
Janmes N. Ryan 68 Chai rman, Chief Executive Oficer and Director
Steven R WIIianms 48 Presi dent and Director
Dale G Rettinger 55 Chi ef Financial Oficer, Executive Vice
Presi dent, Treasurer and Director
Ersel E. Morgan 56 Vi ce President of Production
Thomas F. Riley 47 Vi ce President of Business Devel opnent
Eric R Stearns 41 Vi ce President of Exploration
and Devel opnent
Darwin L. Stunp 44 Controller
Roger J. Morgan 72 Secretary and Director
Vincent F. D Annunzio 47 Di rector
Jeffrey C. Swovel and 44 Director
Donal d B. Nestor 50 Di rector

James N. Ryan served as President of the Conmpany from 1969 to 1983 and has served as
director of the Conpany since 1969. M. Ryan was el ected Chairnan and Chi ef
Executive O ficer of the Conpany in March 1983. M. Ryan focuses on capital
formation through the Conpany's drilling partnerships.

Steven R WIlians has served as President and director of the Conpany since March
1983. Prior to joining the Conpany, M. WIlians was enpl oyed by Exxon as an
engi neer from 1973 until 1979. A 1981 graduate of the Stanford G aduate School of
Busi ness, M. WIIlianms was enployed by Texas O and Gas Conpany as a financi al
analyst from 1981 until July 1982, when he joined Exco Enterprises as Manager of
Operations, and served in that capacity until he joined the Conpany.
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Dale G Rettinger has served as Vice President and Treasurer of the Conpany since
July 1980. Additionally, M. Rettinger has served as President of PDC Securities
Incorporated since 1981. M. Rettinger was elected director in 1985 and appoi nted
Chief Financial Oficer in September 1997. Previously, M. Rettinger was a partner
with KM5 Main Hurdman, Certified Public Accountants, and served in that capacity
from 1976 until he joined the Conpany.

Ersel E. Mdrgan has served as Vice President of Production of the Conpany since
1995. Prior to assuming this position, M. Mrgan served as the Conpany's Manager
of the Land and Operations groups from 1981 until 1993 and as Manager of Production
of the Company from 1993 to 1995.

Thomas E. Riley has served as Vice President of Business Devel opnent of the Conpany
since April 1996. M. Riley co-founded and has served as President of RNG since its
inception in 1987 until the present. See "Certain Transactions."

Eric R Stearns has served as Vice President of Exploration and Devel opnent of the
Conpany since 1995. M. Stearns joined the Conpany in 1985 as a wellsite geol ogi st
and served as Manager of Geology from 1988 until 1995.

Darwin L. Stunp has served as Controller of the Conpany since 1980. Previously, M.
Stunmp was a senior accountant with Min Hurdman, Certified Public Accountants,
havi ng served in that capacity from 1977 until he joined the Conpany.

Roger J. Morgan, a director and Secretary of the Conpany since 1969, has been a
nmenber of the law firm of Young, Mrgan & Cann, d arksburg, West Virginia, for nore
than the past five years. M. Mrgan is not active in the day -to-day business of the
Conpany, but his law firm provi des | egal services to the Conpany.

Vincent F. D' Annunzio, a director since February 1989, has for nore than the past
five years served as President of Beverage Distributors, Inc. |located in O arksburg,
West Virginia.

Jeffrey C. Swovel and, a director since March 1991, has been enpl oyed by Equitable
Resources, an oil and gas production, narketing and distribution conpany, since 1994
and presently serves as Treasurer. M. Swovel and previously served as Vice
President and a lending officer with Mellon Bank, N A fromJuly 1989 until 1994.

Donald B. Nestor, elected as a director in March, 2000, is a Certified Public
Accountant and a Partner in the CPA firm of Toothman Rice, P.L.L.C. and is in charge
of the firms Buckhannon, Wst Virginia office. M. Nestor has servied in that
capacity for nore than the past five years.

The Conpany's By-Laws provide that the directors of the Conpany shall be divided
into three classes and that, at each annual neeting of stockhol ders of the Conpany,
successors to the class of directors whose termexpires at the annual neeting will
be elected for a three-year term The classes are staggered so that the term of one
class expires each year. M WIllianms and M. Mrgan are menbers of the class whose
term expires in 2000; M. Ryan and M. D Annunzio are nenbers of the class whose
termexpires in 2001; and M. Rettinger and M. Swoveland are nmenbers of the class
whose termexpires in 2002. There is no famly relationship between any director or
executive officer and any other director or executive officer of the Conpany. There
are no arrangenents or understandi ngs between any director or officer and any other
person pursuant to which such person was sel ected as an officer.
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Item 11. Managenent Renunerati on and Transactions

There is incorporated by reference herein in response to this Itemthe materi al
under the heading "Election of Directors - Rermuneration of Directors and O ficers”,
"Election of Directors - Stock Options" and "Election of Directors - Interest of
Managenent in Certain Transactions" in the Conpany's definitive proxy statenment for
its 2000 annual neeting of stockholders filed or to be filed with the Comm ssion on
or before April 30, 2000.

Item 12. Security Omership of Certain Beneficial Omers and Managenent

There is incorporated by reference herein in response to this Item the
mat eri al under the heading "Election of Directors”, in the Conpany's definitive
proxy statenment for its 2000 annual neeting of stockholders filed or to be filed
wi th the Conmi ssion on or before April 30, 2000.

ltem 13. Certain Rel ationshi ps and Rel ated Transacti ons

The response to this itemis set forth herein in Note 8 in the Notes to
Consol i dated Financial Statenents.

PART 1V

Item 14. Exhi bits, Financial Statenent Schedul es and Reports on Form 8-K

(a) (1) Financial Statenents:

See Index to Financial Statenents and Schedul es on page
F-1.

(2) Financial Statement Schedul es:

See Index to Financial Statenents and Schedul es on page

Schedul es and Financial Statenents Onitted

Al'l other financial statenent schedules are onitted because they are
not required, inapplicable, or the information is included in the

Fi nancial Statements or Notes thereto.

(3) Exhibits:

See Exhi bits Index on page E-1.
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CONFORMED COPY

S| GNATURES

Pursuant to the requirenments of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the Registrant has duly caused this report to be signed on its behal f
by the undersigned, thereunto duly authorized.

PETROLEUM DEVELOPMENT CORPORATI ON

By _/s/ Janes N. Ryan
Jarmes N. Ryan, Chairnan

March 17, 2000

Pursuant to the requirenments of the Securities Exchange Act of 1934, this
report has been signed bel ow by the followi ng persons on behalf of the Registrant
and in the capacities and on the dates indicated:

Si gnature Title Dat e
/[s/ Janes N. Ryan Chai rman, Chi ef Executive March 17, 2000
James N. Ryan O ficer and Director
/sl Steven R WIllians Presi dent and Director March 17, 2000

Steven R WIlIlians

/sl Dale G Rettinger Chi ef Financial Oficer March 17, 2000
Dale G Rettinger Executive Vice President,

Treasurer and Director
(principal financial and
accounting of ficer)

[/ s/ Roger J. Mdrgan Secretary and Director March 17, 2000
Roger J. Mborgan
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PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Index to Financial Statenents and Financial Statenent Schedul es

1. Fi nanci al Statenents:
| ndependent Auditors' Report

F-2
Consol i dat ed Bal ance Sheets - Decenmber 31, 1999 and 1998 F-3 & 4
Consol i dated Statements of Inconme - Years Ended

Decenber 31, 1999, 1998, and 1997 F-5
Consol i dated Statenents of Stockhol ders' Equity -

Years Ended Decenber 31, 1999, 1998, and 1997 F-6
Consol i dated Statements of Cash Flows -

Years Ended Decenber 31, 1999, 1998, and 1997 F-7
Notes to Consolidated Financial Statenents F-8 - 22

2. Fi nanci al Statenment Schedul e:
Schedule Il - Valuation and Qualifying Accounts
and Reserves
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| ndependent Auditors' Report

The Stockhol ders and Board of Directors
Pet r ol eum Devel opnent Cor poration

We have audited the consolidated financial statenents of Petrol eum Devel oprment

Cor poration and subsidiaries as listed in the acconpanying index. In connection
with our audits of the consolidated financial statenents, we also have audited the
financial statenent schedule as listed in the acconpanying index. These
consolidated financial statements and financial st at ement schedul e are the
responsibility of the Conpany's nmanagenent. Qur responsibility is to express an
opi ni on on these consolidated financial statenments and financial statenment schedul e
based on our audits.

We conducted our audits in accordance with generally accepted auditing standards
Those standards require that we plan and performthe audit to obtain reasonable
assurance about whether the financial statenents are free of material misstatenent.
An audit includes exanining, on a test basis, evidence supporting the amounts and
di sclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estinmates made by managenent, as well as
evaluating the overall financial statement presentation. W believe that our audits
provi de a reasonabl e basis for our opinion.

In our opinion, the consolidated financial statenents referred to above present
fairly, in all material respects, the financial position of Petrol eum Devel oprment
Cor poration and subsidiaries as of Decenber 31, 1999 and 1998, and the results of
their operations and their cash flows for each of the years in the three-year period
ended Decenber 31, 1999, in conformty with generally accepted accounting
principles. Also in our opinion, the related financial statement schedul e, when
considered in relation to the basic consolidated financial statements taken as a
whol e, presents fairly, in all material respects, the information set forth therein.

KPMG LLP

Pi tt sburgh, Pennsyl vania
March 6, 2000



PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Consol i dat ed Bal ance Sheets

Decenber 31, 1999 and 1998

Asset s

Current assets:

Cash and cash equival ents (i ncludes
restricted cash of $614, 300 and
$156, 200, respectively)

Not es and accounts receivabl e

I nventories

Prepai d expenses

Total current assets

Properties and equi prent:
G| and gas properties (successful
efforts accounti ng net hod)
Pi pel i nes
Transportation and ot her equi prent
Land and buil di ngs

Less accumul at ed depreci ati on,
depl etion and anortization

Q her assets
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1999 1998

$29, 059, 200 34, 894, 600
10, 263, 200 6, 024, 100
577, 600 702, 400

2, 360, 100 2,496, 100
42, 260, 100 44,117, 200
105, 837, 900 81, 592, 700
8, 643, 400 7, 669, 700
2, 686, 800 2,332,200
1,181,000 1,152,700
118, 349, 100 92, 747, 300
31, 207, 300 27, 356, 700
87, 141, 800 65, 390, 600
2,681, 700 1, 901, 200
$132, 083, 600 111, 409, 000
(Conti nued)



PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Consol i dat ed Bal ance Sheets

Decenber 31, 1999 and 1998

1999 1998
Liabilities and Stockhol ders' Equity
Current liabilities:
Account s payabl e $ 14, 678, 900 11, 218, 900
Accrued t axes 276, 400 -
O her accrued expenses 2,643,700 1, 959, 900
Advances for future drilling contracts 25,137, 400 28, 320, 800
Funds held for future distribution 2,027,600 984, 200
Total current liabilities 44,764, 000 42, 483, 800
Long-t erm debt 9, 300, 000 -
O her liabilities 3,160, 600 2,233,500
Def erred i ncone taxes 4,134, 100 3, 945, 000
Conmi tments and conti ngenci es
St ockhol ders' equity:
Common st ock, par value $.01 per share
aut hori zed 50, 000, 000 shares; issued and
out st andi ng 15, 737, 795 and 15, 510, 762 157, 400 155, 100
Addi tional paid-in capital 32,071, 000 31,873, 100
Warrant s out standing - 46, 300
Ret ai ned ear ni ngs 38, 496, 500 30, 672, 200
Total stockhol ders' equity 70,724, 900 62, 746, 700
$132, 083, 600 111, 409, 000

See acconpanyi ng notes to consolidated financial statenents.




PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARl ES

Consol i dated Statenents of

I nconme

Years Ended Decenber 31, 1999, 1998 and 1997
1999 1998 1997
Revenues:
Ol and gas well drilling operations $42, 115, 600 40, 447, 100 34, 405, 400
G| and gas sal es 46, 988, 100 35, 560, 300 33, 390, 200
Wel | operations and pipeline incone 5, 314, 500 4,581, 000 4,509, 300
O her incone 2,392, 400 2, 385, 200 1,573,100
96, 810, 600 82, 973, 600 73, 878, 000
Costs and expenses:
Cost of oil and gas well drilling
oper ati ons 35, 507, 300 35, 047, 500 28, 033, 200
G| and gas purchases and production
Cost 44,188, 200 33, 556, 900 30, 867, 600
General and administrative expenses 2,801, 000 2,490, 500 2,318, 800
Depreci ation, depletion
and anortization 4,031, 200 3, 253, 600 2, 660, 300
I nt er est 182, 400 - 315, 900
86, 710, 100 74, 348, 500 64, 195, 800
I ncome before inconme taxes 10, 100, 500 8, 625, 100 9, 682, 200
| nconme taxes 2,276, 200 1,967,100 2, 095, 400
Net incone $_7,824, 300 6, 658, 000 7,586, 800
Basi ¢ earni ngs per comon share $.50 .43 .67
Di | uted earni ngs per comopn
and conmmon equi val ent share $.48 .41 .61

See acconpanyi ng notes to consolidated financial statenents.
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PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES
Consol i dated Statenents of Stockhol ders' Equity

Years Ended Decenber 31, 1999, 1998 and 1997

Comon st ock

i ssued
Nunber Addi ti onal Warrants
of pai d-in out -
Ret ai ned
shares Anount capital st andi ng
ear ni ngs Tot al
Bal ance Decenber 31, 1996 10, 460, 753  $104, 600 6. 540, 500 - 16, ¢
| ssuance of conmon stock:
St ock of ferings 4,577,500 45, 800 24,903, 600 46, 300
Exerci se of enpl oyee
stock options 207, 505 2,100 96, 700 -
Anortization of stock award 12, 300 -
Net i ncone - - - - 7!
Bal ance Decenber 31, 1997 15,245,758 $152, 500 31,553,100 46, 300 24, (
| ssuance of conmon stock:
Exerci se of enpl oyee
stock options 324, 333 3,200 300, 800 - -
Anortization of stock award - - 12, 200 -
Repur chase and cancel | ati on
of treasury stock (59, 329) (600) (303, 400) -
Income tax benefit fromthe
exerci se of stock options - - 310, 400 -
Net i ncone - - - - 6, 658, 000 6,
Bal ance Decenber 31, 1998 15,510,762  $155, 100 31,873,100 46, 300 30, ¢
| ssuance of conmon st ock:
Exerci se of enpl oyee
stock options 324, 333 3,200 300, 800 -
Anortization of stock award - - 12, 200 -
Repur chase and cancel | ati on
of treasury stock (97, 300) (900) (303, 100) -
Income tax benefit fromthe
exerci se of stock options - - 141, 700 -
Warrants expired - - 46, 300 (46, 300)
Net i ncone - - - - 7,
Bal ance Decenber 31, 1999 15,737,795 $157,400 32,071, 000 - 38, ¢

See acconpanying notes to consolidated financial

statenents.
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PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Consol i dated Statenents of Cash Fl ows

Years Ended Decenber 31, 1999, 1998 and 1997

1999 1998
Cash flows from operating activities:
Net incone $ 7,824,300 6, 658, 000
Adj ustnent to net inconme to reconcile
to cash provided by operating activities:
Def erred incone taxes 108, 900 244,000
Depreci ation, depletion and anorti zation 4,031, 200 3, 253, 600
(Gain) Loss fromsale of assets (501, 800) 18, 700
Di sposition of |easehold acreage 618, 100 196, 200
Anortization of stock award 12, 200 12, 200
(I'ncrease) decrease in notes and
accounts receivable (4, 239, 100) (1,100, 700)
Decrease (increase) in inventories 124, 800 (404, 500)
Decrease (increase) in prepaid expenses 312, 600 (600)
(Increase) in other assets (750, 900) (911, 200)
Increase in accounts payable
and accrued expenses 5, 347, 300 1, 304, 000
(Decrease) increase in advances for
future drilling contracts (3,183, 400) 5,029, 200
I ncrease (decrease) in funds held for
future distribution 1,043, 400 (675, 500)
Total adjustnents 2,923, 300 6, 965, 400
Net cash provi ded by operating
activities 10, 747, 600 13, 623, 400

Cash flows frominvesting activities:

Capital expenditures (27, 758, 200)
Proceeds from sal e of |eases 1, 224, 200
Proceeds fromsale of fixed assets 651, 000

Net cash used in investing
activities (25, 883, 000)

(26, 629, 700)
1, 283, 600
56, 300

(25, 289, 800)

Cash flows from financing activities:
Proceeds from debt 9, 300, 000
Proceeds fromissuance of stock -
Retirenment of debt -

Net cash provi ded by

financing activities 9, 300, 000 -
Net (decrease) increase in cash
and cash equival ents (5, 835, 400) (11, 666, 400)
Cash and cash equival ents,
begi nni ng of year 34, 894, 600 46, 561, 000
Cash and cash equival ents, end of year $_29, 059, 200 34, 894, 600

See accomnpanyi ng notes to consolidated financial statenents.
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PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARI ES
Notes to Consolidated Financial Statenents
Years Ended Decenber 31, 1999, 1998 and 1997

(1) Sunmary of Significant Accounting Policies

Principles of Consolidation

The acconpanyi ng consol i dated financial statenents include the
accounts of Petrol eum Devel opnent Corporation and its wholly owned
subsidiaries. Al material interconpany accounts and transactions
have been elimnated in consolidation. The Conpany accounts for
its investnent in limted partnerships under the proportionate
consolidation method. Under this nethod, the Conpany's financia
statenments include its prorata share of assets and liabilities and
revenues and expenses, respectively, of the Iimted partnerships
in which it participates

The Conpany is involved in three business segnments. The segnments
are drilling and devel opnment, natural gas sales and well
operations. (See Note 18)

The Conpany grants credit to purchasers of oil and gas and the
owners of nmanaged properties, substantially all of whomare
| ocated in West Virginia, Tennessee, Pennsylvania, Ohio,
M chi gan and Col or ado.

Cash Equi val ents

For purposes of the statenment of cash flows, the Conpany considers
all highly liquid debt instrunents with original maturities of
three nonths or less to be cash equival ents.

| nventories

Inventories of well equipnent, parts and supplies are valued at the
| ower of average cost or market. An inventory of natural gas is
recorded when gas is purchased in excess of deliveries to
customers and is recorded at the | ower of cost or market.

Ol and Gas Properties

Expl orati on and devel oprment costs are accounted for by the successful
efforts met hod.

The Conpany assesses inpairment of capitalized costs of proved oil and
gas properties by conparing net capitalized costs to undi scounted
future net cash flows on a field-by-field basis using expected
prices. Prices utilized in each year's calculation for measurenent
pur poses and expected costs are held constant throughout the
estimated life of the properties. |If net capitalized costs exceed
undi scounted future net cash flow, the measurenent of inpairnent is
based on estimted fair value which would consider future
di scounted cash fl ows.

Property acquisition costs are capitalized when incurred. Ceol ogica
and geophysical costs and delay rentals are expensed as incurred
The costs of drilling exploratory wells are capitalized pending
determi nati on of whether the wells have discovered economically
produci bl e reserves. |If reserves are not discovered, such costs
are expensed as dry holes. Devel opnent costs, including equipnent
and intangible drilling costs related to both producing wells and
devel opnental dry holes, are capitalized

Unproved properties are assessed on a property-by-property
basi s and properties considered to be inpaired are
charged to expense when such inpairnent is deemed to have
occurr ed. F-8 (Conti nued)



PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARl ES
Notes to Consolidated Financial Statenents

Costs of proved properties, including | easehold acquisition, exploration and
devel opnent costs and equi prent, are depreciated or depleted by the unit-of-
producti on nethod based on estinmated proved devel oped oil and gas reserves

Upon sale or retirenent of conplete units of depreciable or depletable
property, the net cost thereof, |ess proceeds or salvage value, is credited
or charged to income. Upon retirement of a partial unit of property, the
cost thereof is charged to accumul ated depreci ati on and depl eti on

Based on the Conpany's experience, nanagenent believes site restor-ation,
di smant | ement and abandonnent costs net of salvage to be immterial in
relation to operating costs. These costs are being expensed when incurred

Transportation Equi pnent, Pipelines and G her Equi pnent

Transportation equipnent, pipelines and other equipnent are carried at cost
Depreciation is provided principally on the straight-line nethod over usefu
lives of 3 to 17 years. These assets are reviewed for inpairnment whenever
events or changes in circunstances indicate that the carrying amount of the
assets nay not be recoverable. An inpairment |oss based on estimted fair
val ue is recorded when the review indicates that the rel ated expected future
net cash flow ( undi scounted and without interest charges) is |less than the
carrying anount of the asset.

Mai nt enance and repairs are charged to expense as incurred. Major renewal s and
betterments are capitalized. Upon the sale or other disposition of assets,
the cost and rel ated accunul ated depreciation, depletion and anortization are
renoved fromthe accounts, the proceeds applied thereto and any resulting
gain or loss is reflected in incomne.

Bui | di ngs

Buil dings are carried at cost and depreciated on the straight-line nmethod over
estimated useful lives of 30 years

Advances for Future Drilling Contracts

Represents funds received from Partnershi ps and other joint ventures for
drilling activities which have not been conpl eted and accordi ngly have not
yet been recogni zed as inconme in accordance with the Conpany's incone
recogni tion policies

Retirenent Pl ans

The Conpany has a 401-K contributory retirenent plan (401-K Plan) covering
full-time enpl oyees. The Conpany provides a discretionary matching of
enpl oyee contributions to the plan

The Conpany al so has a profit sharing plan covering full-time enployees. The
Conpany's contributions to this plan are discretionary.

The Company has a deferred conpensati on arrangenment covering executive officers
of the Conpany as a supplenental retirenment benefit.

(Conti nued)
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PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARI ES
Notes to Consolidated Financial Statenents

The Conpany has established split-dollar life insurance arrangenents with
certain executive officers. Under these arrangenents, advances are nade to
these officers equal to the prem uns due. The advances are collateralized by
the cash surrender value of the policies. The Conpany records as other
assets its share of the cash surrender value of the policies

Revenue Recognition

Ol and gas wells are drilled primarily on a contract basis. The Conpany
foll ows the percentage-of-conpletion nethod of incone recognition for
drilling operations in progress.

Wel | operations incone consists of operation charges for well upkeep
mai nt enance and operating | ease incone on tangible well equipment.

| ncome Taxes

Deferred tax assets and liabilities are recognized for the futur e tax
consequences attributable to differences between the financial statenent
carrying anounts of existing assets and liabilities and their respective tax
bases. Deferred tax assets and liabilities are nmeasured using enacted tax
rates expected to apply to taxable income in the years in which those
tenporary differences are expected to be recovered or settled. The effect on
deferred tax assets and liabilities of a change in tax rates is recognized in
incone in the period that includes the enactment date.

Derivatives

Gains and |l osses related to qualifying hedges of firmcomitnents or
anticipated transactions through the use of natural gas futures and option
contracts are deferred and recogni zed in incone or as adjustments of carrying
anounts when the underlying hedged transaction occurs. In order for futures
contracts to qualify as a hedge, there nmust be sufficient correlation to the
underlyi ng hedged transaction. The change in the fair value of derivative
i nstruments which do not qualify for hedging are recogni zed into i ncone
currently.

St ock Conpensati on

The Conpany has adopted SFAS No. 123, "Accounting for Stock-Based
Conpensation,"™ which pernmits entities to recognize as expense over the
vesting period the fair value of all stock-based awards on the date of grant.

Alternatively, SFAS 123 allows entities to continue to measure conpensation
cost for stock-based awards using the intrinsic value based nmethod of
accounting prescribed by APB Opi ni on No. 25, "Accounting for Stock |Issued to
Enpl oyees,” and to provide pro forma net income and pro forma earnings per
share disclosures as if the fair value based nethod defined in SFAS 123 had
been applied. The Conpany has el ected to continue to apply the provisions of
APB 25 and provide the pro forma disclosure provisions of SFAS 123. See note
5 to the financial statements

Use of Estinates

Managenent of the Conpany has nade a nunber of estimates and assunptions
relating to the reporting of assets and liabilities and revenues and expenses
and the disclosure of contingent assets and liabilities to prepare these
financial statenents in conformity with generally accepted accounting
principl es. Actual results could differ from those estinates. Esti mat es
which are particularly significant to the consolidated financial statements
i nclude estimates of oil and gas reserves and future cash flows fromoil and
gas properties.

(Conti nued)
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(2)

(3)

PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Notes to Consolidated Financial Statenents

Recl assi fications

Certain itens and anounts reported in the 1998 and 1997 consolidated finnanci al
statements have been reclassified to conformto the current year's reporting
format.

Fair Value of Financial |nstrunents

The carrying values and fair values of the Conpany 's receivabl es, payables and
debt obligations are estimated to be substantially the sanme as of Decenber 31
1999, 1998 and 1997

New Accounting Standards

Statement of Accounting Standards No. 133, Accounting for Derivative
Instrunents and Hedgi ng Activities (SFAS No. 133), was issued by the Financia
Accounting Standards Board in June, 1998. SFAS No. 133 standardized the
accounting for derivative instrunents, including certain derivative instrunments
enbedded in other contracts. SFAS No. 133 is effective for years begi nning
after June 15, 2000; however, early adoption is permtted. On adoption, the
provi sions of SFAS No. 133 nust be applied prospectively. At the present tine,
t he Conpany cannot determine the inpact that SFAS No. 133 will have on its
financial statenents upon adoption, as such inpact will be based on the extent
of derivative instrunents, such as natural gas futures and option contracts,
out standi ng at the date of adoption

Not es and Accounts Receivabl e

I ncluded in other assets are noncurrent notes and accounts receivable as of
Decenmber 31, 1999 and 1998, in the ampunts of $494, 000 and $617, 900 net of
the allowance for doubtful accounts of $216,900 and $129, 800, respectively.

The al l owance for doubtful current accounts receiva ble as of Decenber 31, 1999
and 1998 was $221,500 and $144, 800, respectively.

Long- Ter m Debt

On June 22, 1999 the Conpany executed an Amendnent to its Credit Agreenment with
First National Bank of Chicago. The amendnent provides a $20.0 million
borrowi ng base, subject to adequate oil and gas reserves. The Conpany has
activated $10.0 million of such borrow ng base, and has at its discretion the
ability to activate the additional $10.0 million. The Conpany is required to
pay a conmitnent fee of 1/4 percent on the unused portion of the activated
credit facility. Interest accrues at prine, with LIBOR (London Interbank
Market Rate) alternatives available at the discretion of the Conpany. No
princi pal paynents are required until the credit agreenent expires on
Decenber 31, 2002

As of Decenber 31, 1999 the outstandi ng bal ance was $9, 300, 000 of which
$6, 300,000 is at a prinme rate of 8.5% and $3, 000,000 at a LIBOR rate of
7.73% At Decenber 31, 1998 there was no bal ance outstanding. Any anounts
out standi ng under the credit agreenent are secured by substantially al
properties of the Conpany. The credit agreenent requires, anong ot her
things, the existence of satisfactory levels of natural gas reserves,
mai nt enance of certain working capital and tangible net worth ratios al ong
with a restriction on the paynment of dividends.

(Conti nued)
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PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES

Not es to Consolidated Financia

| ncome Taxes

The Conpany's provision for

St atenent s

i nconme taxes consisted of the follow ng:

1999 1998 1997
Current:
Feder al $1, 434, 300 1, 197, 800 1, 349, 600
State 733, 000 525, 300 638, 100
Total current
i ncome taxes 2,167, 300 1,723,100 1,987,700
Def err ed:
Feder al (65, 300) (500) (32, 100)
State 174, 200 244,500 139, 800
Total deferred
i ncone taxes 108, 900 244, 000 107, 700
Total taxes $2, 276, 200 1,967,100 2,095, 400

I ncome tax expense differed fromthe amounts conputed by applying the U S

f eder al

operations as a result of the follow ng:

income tax rate of 34 percent to pretax inconme from continuing

1999 1998 1997
Anount Anount Anount

Conput ed "expected" tax $3, 434, 200 2,932,500 3,291, 900

State incone tax 598, 800 508, 100 513, 400

Per cent age depl etion (612, 000) (343, 400) (263, 500)

Nonconventi onal source

fuel credit (846, 800) (696, 700) (846, 400)
Adj ustnents to val uation

al | onance (375, 000) (473, 200) (565, 200)

O her 77,000 39, 800 (34, 800)

$2, 276, 200 1, 967,100 2, 095, 400

The tax effects of tenporary differences that give rise to significant
portions of the deferred tax assets and deferred tax liabilities at

Decenber 31,

Deferred tax assets:

Al | owance for doubtfu

Drilling notes

Alternative mninmumtax credit
carryforwards (Section 29)

Fut ur e abandonnent

Def erred conpensati on

O her
Total gross deferred tax assets
Less val uation all owance

accounts

1999 and 1998 are presented bel ow

Deferred tax assets
Less current deferred tax assets
(included in prepaid expenses)
Net non-current deferred
tax assets
Deferred tax liabilities:
Pl ant and equi prment, principally
due to differences in
depreci ation and anorti zation
Total gross deferred
tax liabilities
Net deferred tax liability

F-12

1999 1998
$ 175,400 108, 600
105, 700 109, 200
1,982, 300 1,783, 000
273, 100 -
1, 213, 800 968, 500
51, 600 148, 300
3, 801, 900 3,117, 600
- - 375, 000)
3, 801, 900 2,742,600
(1, 007, 600) (927, 400)
2,794, 300 1, 815, 200
(6,928, 400) (5, 760, 200)
(6,928, 400) (5, 760, 200)
$(4,134,100) (3,945, 000)

(Conti nued)



PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARI ES
Notes to Consolidated Financial Statenents

The net changes in the total valuation allowance were decreases of $375, 000
$473, 200 and $782,300 for the years ended Decenber 31, 1999, 1998 and 1997,
respectively.

At Decenber 31, 1999, the Conpany has alternative mnimmtax credit
carryforwards (Section 29) of approxi mately $1, 982,300 which are available to
reduce future federal regular income taxes over an indefinite period.

(5) Common Stock

Opti ons

Options amounting to 145,000, 20,000 and 500,000 shares were granted during
1999, 1998 and 1997, respectively, to certain enployees and directors under the
Conmpany's Stock Option Plans. These options were granted with an exercise
price equal to market value as of the date of grant and vest over a six nonth
period for the 1999 grant and a two year period for the 1998 and 1997 grants.
The out standing options expire from 2000 to 2009

The estimated fair value of the options granted during 1999, 1998 and 1997 was
$2.44, $3.92 and $3.30 per option, respectively. The fair value was estimated
usi ng the Bl ack- Schol es option pricing nodel with the follow ng assunptions for
the 1999, 1998 and 1997 grant, respectively : risk-free interest rate of 5.1%
5.9% and 6. 3% expected dividend yield of 0% expected volatility of 61.3%
58. 0% and 57.4% and expected |ife of 7 years.

Aver age Range of
Nunber Exer ci se Exer ci se
of Shares Price Prices
Qut st andi ng Decenber 31, 1996 1, 582, 650 $0. 94 .50 - 1.625
Grant ed 500, 000 $5.13 5.13 - 5.13
Exerci sed (210, 000) $0. 58 .50 - 1.13
Expi red - $_- . -
Qut st andi ng Decenber 31, 1997 1,872,650 $2.10 .94 - 5.13
Grant ed 20, 000 $6.13 6.13 - 6.13
Exerci sed (324, 333) $0.94 .94 - .94
Expi red - $_- . - .
Qut st andi ng Decenber 31, 1998 1, 568, 317 $2. 39 .94 - 6.13
Grant ed 145, 000 $3. 75 3.75 - 3.75
Exerci sed (324, 333) $0.94 .94 - .94
Expi red - $_- -
Qut st andi ng Decenber 31, 1999 1, 388,984 $2. 87 .94 - 6.13

As of Decenber 31, 1999, there were 723,984 options outstanding and exercisabl e
in the $.94 to $1.62 exercise price range which have a wei ghted average renmai ni ng
contractual life of 2.7 years and wei ghted average exercise price of $1.05. Also as
of Decenber 31, 1999 there were 665,000 options outstanding and exercisable at a
$3.75 to $6. 13 exercise price range having a wei ghted average remai ni ng contract ual
life of 7.9 years and wei ghted average exercise price of $4.86

(Conti nued)
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PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARI ES
Notes to Consolidated Financial Statenents

The Conpany accounts for its stock-based conmpensation plans under APB 25. For
stock options granted, the option price was not |ess than the market val ue of
shares on the grant date, therefore, no conpensation cost has been recogni zed

Had conmpensati on cost been determ ned under the provisions of SFAS 123, the
Conpany' s net incone and earnings per share would have been the followi ng on a
pro forma basis:

1999 1998
As Reported Pro Forma As Reported Pro Forma
Net incone $7, 824, 300 $7, 336, 200 $6, 658, 000 $5, 918, 800
Basi ¢ earni ngs
per share $_.50 $_.47 $_.43 $_.38
Di | uted earnings
per share $_.48 $_.45 $_.41 $_.37

St ock Redenpti on Agr eenent

The Conpany has stock redenption agreenents with three officers of the Conpany.
The agreenents require the Conpany to nmaintain |life insurance on each executive
in the anpbunt of $1,000,000. The agreenents provide that the Conpany shal
utilize the proceeds from such insurance to purchase from such executives
estates or heirs, at their option, shares of the Conpany's stock. The purchase
price for the outstanding common stock is to be based upon the average cl osing
asked price for the Conpany's stock as quoted by NASDAQ during a specified
period. The Conpany is not required to purchase any shares in excess of the
anount provided for by such insurance

Stock Offerings

In Septenber 1997, the Conpany conpleted a private offering of Common Stock
pursuant to which it issued and sold 500,000 shares at a price of $4.00 per
share and issued warrants for 125,000 shares of Commopn Stock exercisable during
a two-year period ending Septenber 15, 1999 at an exercise price of $6.00 per
share, resulting in proceeds to the Conpany of $2.0 million. The warrants were
not exercised and expired on Septenber 15, 1999. No registration rights were
granted in connection with the securities issued in this offering

In Novenber 1997, the Conpany conpleted a public offering of 4,077,500 shares of
its Common Stock at a price of $6.25 per share. Net proceeds to the Conpany of
approximately $23 million fromthe sale of conmobn stock was designated to fund
devel opnent drilling on new and existing properties, potential acquisition of
produci ng properties and general corporate purposes, including working capita
and possi bl e acquisitions of conplenentary businesses.

(Conti nued)
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PETROLEUM DEVELOPNMENT CORPORATI ON AND SUBSI DI ARI ES
Notes to Consolidated Financial Statenents

(6) Enpl oyee Benefit Pl ans

The Conpany made 401-K Plan contributions of $ 217,400, $202,600 and $171, 300 for
1999, 1998 and 1997, respectively.

The Conmpany has a profit sharing plan (the Plan) covering full-time enployees
The Conpany contributed $47, 000, $17,000 and $15,500, to the plan in cash
during 1999, 1998 and 1997, respectively.

During 1999, 1998 and 1997 t he Conpany expensed and established a liability for
$90, 000 each year under a deferred conpensation arrangenment with the executive
of ficers of the Company.

In 1995, a total of 90,000 restricted shares of the Conpany's conmon stock were
granted to certain enployees and available to themupon retirenent. The narket
val ue of shares awarded was $101,300. This anpunt was recorded as unanortized
stock award. The unanortized stock award is being anortized to expense over
t he enpl oyees' expected years to retirenent and ampbunted to $12, 200, $12, 200
and $12,300 in 1999, 1998 and 1997, respectively.

At Decenber 31, 1999 and 1998, the Conmpany has recorded as other assets $300, 000
and $240, 000, respectively as its share of the cash surrender value of the life
i nsurance pledged as collateral for the paynent of prem uns on split-dollar
life insurance policies owed by certain executive officers

(7) Earnings Per Share

Basi ¢ earnings per share is based on the wei ghted average nunber of common share
out st andi ng of 15,734,063 for 1999, 15,505,680 for 1998, and 11, 278,800 for
1997

Di | uted earnings per share is based on the wei ghted average nunber of common and
conmon equi val ent shares outstandi ng of 16,286,852 for 1999, 16, 338,298 for
1998 and 12, 540, 165 for 1997. Stock options are considered to be comopn stock
equivalents and, to the extent appropriate, have been added to the weighted
average comon shares out st andi ng.

(8) Transactions with Affiliates

As part of its duties as well operator, the Conpany received $24,002,500 in 1999,
$22,997,300 in 1998 and $22, 985,400 in 1997 representing proceeds fromthe sale
of oil and gas and made distributions to investor groups according to their
working interests in the related oil and gas properties. The Conpany provided
oil and gas well drilling services to affiliated partnerships, substantially
all of the Conpany's oil and gas well drilling operations was for such
partnershi ps. The Conpany al so provided rel ated servi ces of operation of
wel I's, rei mbursenent of syndication costs, managenent fees, tax return
preparation and other services relating to the operation of the partnerships.
The Conpany received $10, 322,500 in 1999, $9,621,700 in 1998 and $8, 113,000 in
1997 for those services.

During 1999, 1998 and 1997, the Conpany paid $31, 600, $30, 000 and $63, 800,

respectively to the Corporate Secretary's law firmfor various |egal services.

(Conti nued)
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(9) Conmitrents and Conti ngenci es

The nature of the independent oil and gas industry involves a dependence on
outside investor drilling capital and involves a concentration of gas sales to
a few custonmers. The Conpany sells natural gas to various public utilities and
i ndustrial custoners. No customer accounted for nore than 10.0% of tota
revenues in 1999 or 1998. One customer, Hope Gas, Inc., a regulated public
utility accounted for 12.0% of total revenue in 1997

Substantially all of the Company's drilling programs contain a repurchase
provi sion where Investors may tender their partnership units for repurchase at
any time beginning with the third anniversary of the first cash distribution
The provision provides that the Conpany is obligated to purchase an aggregate
of 10% of the initial subscriptions per cal endar year (at a m ni mum price of
four times the nost recent 12 nonths' cash distributions), only if such units
are tendered, subject to the Conpany's financial ability to do so. The maxi num
annual 10% repurchase obligation, if tendered by the investors, is currently
approxi mately $759, 000. The Conpany has adequate capital to neet this
obligation

The Company is not party to any legal action that would naterially affect the
Conpany's results of operations or financial condition

(10) Supplenental Disclosure of Cash Fl ows

The Conpany paid $124, 200, $0, and $380,000 for interest in 1999, 1998 and 1997,
respectively. The Conpany paid inconme taxes in 1999, 1998 and 1997 in the
amounts of $1, 327,800, $2,349, 100 and $1, 932,500, respectively.

(11) Acquisitions

On February 19, 1998, the Conpany offered to purchase fromlnvestors their units
of investnent in the Conpany's Drilling Progranms formed prior to 1993. The
Conpany purchased approximately $2.3 mllion of producing oil and gas
properties in conjunction with this offer, which expired on March 31, 1998.
The Conpany utilized capital received fromits Public Stock Ofering to fund
t hi s purchase.

On June 12, 1998 the Conpany purchased for $3.1 million a nmajority interest in
the assets of Pento Gas, Inc., a Pennsylvania produci ng conmpany. The assets
i nclude 122 natural gas wells, 2,700 undevel oped acres, gathering systens,
natural gas conpressors and other facilities. The Conpany estimates that its
interest includes 4.7 Bcf of natural gas reserves. The Conpany utilized
capital received fromits Public Stock Ofering to fund this purchase.

On Novenber 16, 1998, the Conmpany purchased all of the worki ng interest in a 13
wel I Antrim Shal e production unit and adj acent devel opnent |ocations in
Mont mor ency County, M chigan. The Conpany estimates that the purchase includes
approximately 4 Bcf of proved developed producing reserves and 1.5 Bcf of
proved undevel oped reserves, with an acquisition cost of approxi mtely $2.8
mllion. The Conpany utilized capital received fromits Public Stock Ofering
to fund this purchase

On January 29, 1999, the Conpany offered to purchase fromlnvestors their units
of investnent in the Conpany's Drilling Prograns formed prior to 1996. The
Conpany purchased approximately $1.8 mllion of producing oil and gas
properties in conjunction with this offer, which expired on March 31, 1999.
The Conpany utilized capital received fromits Public Stock Ofering to fund
t hi s purchase.

(Conti nued)
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PETROLEUM DEVELOPMENT CORPORATI ON AND SUBSI DI ARI ES
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1999, the Conpany purchased all of the working interest in 53
producing wells in the D-J Basin of Colorado. The Conpany estinates that the
purchase includes proved devel oped reserves of approximately 3.6 Bcf of natural
gas and 370,000 barrels of oil or approximately 5.8 Bcf equivalent ( Bcfe),
along with another 3.0 Bcfe of proved undevel oped reserves. Al so included in
the acquistion was 16.5 net devel opnent drilling |ocations The total
acquisition cost for the wells and locations was $5.2 million. The conpany
utiltized part of its existing line of credit to fund the transaction. The
effective date of the transaction was Decenber 1, 1999.

Derivatives and Hedging Activities

The conpany utilizes conmodity based derivative instruments as hedges to manage a

As of Decenber 31,

The Conpany is required to maintain margin deposits with brokers for

(13)

Costs incurred by the Conpany in oil

portion of its exposure to price volatility stemming fromits integrated

natural gas production and nmarketing activities. These instruments consist of
natural gas futures and option contracts traded on the New York Mercantile
Exchange. The futures and option contracts hedge conmtted and anti ci pated
natural gas purchases and sales, generally forecasted to occur within a 12

nmonth period. The Conpany does not hold or issue derivatives for trading or
specul ative purposes.

1999 and 1998, the Conpany had futures contracts for the
purchase of $4,318,000 and $1, 120,300 of natural gas, respectively. Wile

t hese contracts have nominal carrying value, their fair value, represented by
the estimted anmount that woul d be received upon termnation of the contracts,
based on narket quotes, was a net value of $350,500 at Decenber 31, 1999 and
$(105, 400) at Decenber 31, 1998.

out st andi ng

futures contracts. As of Decenber 31, 1999 and 1998, cash in the anpunt of

$614, 300 and $156, 200 was on deposit.
Expl oration and

Costs Incurred in G| and Gas Property Acquisition,

Devel opnent Activities

and gas property acquisition,
and devel opnent are presented bel ow

expl oration

Years Ended Decenber 31,

1999 1998 1997

Property acquisition cost:

Proved undevel oped

properties $2, 532, 200 1, 903, 200 3, 109, 000
Produci ng properties 6, 997, 500 8, 679, 000 85, 100
Devel opment costs 17,168, 000 14, 902, 500 9, 863, 200
$26, 697, 700 25, 484, 700 13, 057, 300
(Conti nued)
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Property acquisition costs include costs incurred to pur chase, |ease or
otherwi se acquire a property. Devel opment costs include costs incurred to
gai n access to and prepare devel opnment well |ocations for drilling, to dril

and equi p devel opnent wells and to provide facilities to extract, treat,
gat her and store oil and gas.

(14) Gl and Gas Capitalized Costs

Aggregate capitalized costs for the Conpany related to oil and gas exploration
and production activities with applicable accurul ated depreci ation
depl etion and anortization are presented bel ow

Decenber 31,
1999 1998

Proved properti es:
Tangi bl e wel | equi prent $ 62,996, 900 46, 722, 500
Intangi ble drilling costs 36, 270, 300 28, 379, 200
Wel | equi pment | eased to others 4,063, 600 4,063, 600
Undevel oped properties 2,507,100 2,427,400
105, 837, 900 81, 592, 700

Less accumnul at ed depreci ation,
depl etion and anortization 23,652, 000 20, 395, 400
$_82, 185, 900 61, 197, 300

(15) Results of Operations for G| and Gas Producing Activities

The results of oper ations for oil and gas producing activities (excluding
mar keti ng) are presented bel ow
Years Ended Decenber 31

1999 1998 1997
Revenue
Gl and gas sales $8, 628, 400 6,121, 700 5, 363, 600
Expenses:
Production costs 2,422,000 1,516, 700 1, 206, 000
Depreci ation, depletion
and anortization 3,220, 900 2,392, 000 1,629, 900

5, 642, 900 3,908, 700 2, 835, 900

Resul ts of operations for

oi | and gas producing

activities before provision

for income taxes 2,985, 500 2,213, 000 2,527,700

Provi sion for income taxes 469, 400 398, 600 567, 800

Resul ts of operations for oi
and gas producing activities
(excl udi ng corporate over-
head and interest costs) $2, 516, 100

1,814, 400 1, 959, 900

Production costs include those costs incurred to operate and naintain
productive wells and rel ated equi pnent, including such costs as | abor
repairs, maintenance, materials, supplies, fuel consuned, insurance and ot her
production taxes. In addition, production costs include administrative
expenses and depreciation applicable to support equipnent associated with
these activities.

Depreci ation, depletion and anortization expense includes those costs
associated with capitalized acquisition, exploration and devel opnent costs
but does not include the depreciation applicable to support equipmnent.

The provision for income taxes is conputed at the statutory federal incone tax
rate and is reduced to the extent of permanent differences, such as
i nvest ment tax and non-conventional source fuel tax credits and statutory
depletion allowed for incone tax purposes.
(Conti nued)
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(16) Net Proved G| and Gas Reserves ( Unaudited)

The proved reserves of oil and gas of the Conpany have been estinmated by an
i ndependent petrol eum engi neer, Wight & Conpany, Inc. at Decenber 31, 1999
1998 and 1997. These reserves have been prepared in conpliance with the
Securities and Exchange Commission rules based on year end prices. An
anal ysis of the change in estimated quantities of oil and gas reserves, al
of which are located within the United States, is shown bel ow

G| (BBLS)
1999 1998 1997
Proved devel oped and
undevel oped reserves
Begi nni ng of year 29, 000 45, 000 81, 000
Revi si ons of previous estinmates 67,000 (10, 000) (27, 000)
Begi nni ng of year as revised 96, 000 35, 000 54, 000
New di scoveri es and extensions 404, 000 - -
Di spositions - - -
Acqui sitions 662, 000 2,000 -
Pr oducti on (8, 000) (8, 000) (9, 000)
End of vyear 1, 154, 000 29, 000 45, 000
Proved devel oped reserves
Begi nni ng of year 29, 000 45, 000 81, 000
End of vyear 798, 000 29, 000 45, 000
Gas (MCF)
1999 1998 1997
Proved devel oped and
undevel oped reserves
Begi nni ng of year 80, 819, 000 57, 243, 000 43, 312, 000
Revi si ons of previous estinmates (4, 475, 000) (3,517, 000) 875, 000
Begi nni ng of year as revised 76, 344, 000 53, 726, 000 44,187, 000
New di scoveri es and extensions 24,781, 000 23,552, 000 2, 489, 000
Di spositions to partnerships (8,774, 000) (6,009, 000) -
Acquisitions, net of sales to
partnerships in 1997 12, 345, 000 12, 003, 000 12, 377, 000
Producti on (3,451, 000) (2,453, 000) (1,810, 000)
End of vyear 101, 245, 000 80, 819, 000 57, 243, 000
Proved devel oped reserves:
Begi nni ng of year 64, 562, 000 42,411, 000 35, 516, 000
End of year 82, 628, 000 64, 562, 000 42,411, 000

(17) Standardi zed Measure of Discounted Future Net Cash Fl ows and Changes Therein

Relating to Proved G| and Gas Reserves ( Unaudit ed)

Summarized in the following table is information for the Conpany with respect
to the standardi zed nmeasure of discounted future net cash flows relating to
proved oil and gas reserves Future cash inflows are conputed by applying
year-end prices of oil and gas relating to the Conpany's proved reserves to
the year-end quantities of those reserves. Future production, devel opnent,
site restorati on and abandonment costs are derived based on current costs
assum ng continuation of existing econom c conditions. Future inconme tax
expenses are conputed by applying the statutory rate in effect at the end of
each year to the future pretax net cash flows, |less the tax basis of the
properties and gives effect to permanent differences, tax credits and
al l owances related to the properti es.

(Conti nued)
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Years Ended Decenber 31

1999 1998 1997
Future estimated cash flows $307, 816, 000 186, 598, 000 159, 618, 000
Future estimated production
and devel opnent costs (129, 557,000) (95,670,000) (69, 265,000)
Future estinated incone
tax expense (39,930, 000) (20,322,000) (20,781,000)
Future net cash fl ows 138, 329, 000 70, 606, 000 69, 572, 000

10% annual di scount for
estimated timng of cash
flows (79, 875,000) (40,412,000) (41,636,000)
St andar di zed neasure of

di scounted future
estimated net cash fl ows $_58, 454, 000

30, 194, 000 27,936, 000

The followi ng table suma rizes the principal sources of change in the
st andardi zed nmeasure of discounted future estimted net cash fl ows:

Years Ended Decenber 31

1999 1998 1997
Sal es of oil and gas
production, net of
producti on costs $( 6, 206, 000) (4, 605, 000) (4,158, 000)
Net changes in prices
and production costs 29, 547, 000 (23,083,000) (63,573,000)
Ext ensi ons, discoveries
and i nproved recovery,
| ess rel ated cost 39, 653, 000 18, 615, 000 3, 705, 000
Di spositions to partnerships (6,152, 000) (5, 762, 000) -
Acquisitions, net of sales
to partnerships in
1997 31, 915, 000 13, 938, 000 13, 299, 000
Devel opment costs incurred
during the period 17, 168, 000 14,903, 000 9, 863, 000
Revi si ons of previous
quantity estimates (4,944, 000) (5, 605, 000) 2,332,000
Changes in estimated
i ncome taxes (19, 608, 000) 459, 000 12, 718, 000
Changes in di scount (39, 463, 000) 1, 224, 000 24,597, 000
Changes in production rates
(timng) and other (13, 650, 000) (7,826, 000) (5,109, 000)
$_ 28, 260, 000 2, 258, 000 (6, 326, 000)

It is necessary to enphasize that the data presented should not be viewed as
representing the expected cash flow from or current value of, existing
proved reserves since the conputations are based on a | arge nunber of
estimates and arbitrary assunptions. Reserve quantities cannot be nmeasured
with precision and their estimation requires many judgnmental determ nations
and frequent revisions. The required projection of production and rel ated
expendi tures over time requires further estinmates with respect to pipeline
availability, rates of demand and governnental control. Actual future prices
and costs are likely to be substantially different fromthe current prices
and costs utilized in the conputation of reported anounts. Any analysis or
eval uation of the reported amounts shoul d give specific recognition to the
conput ati onal nmethods utilized and the limtations inherent therein.

(Conti nued)
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(18) Business Segnents (Thousands)

PDC s operating activities can be divided into three major segnents : drilling and
devel openment, natural gas sales, and well| operations. The Conpany drills natura

gas wells for Company-sponsored drilling partnerships and retains an interest in
each well. The Conpany al so engages in oil and gas sales to residential, conmercia
and industrial end-users. The Conpany charges Conpany-sponsored partnerships and
other third parties conpetitive industry rates for well operations and gas
gathering. Segnent information for the years ended Decenber 31, 1999, 1998 and 1997
is as follows:

1999 1998 1997

REVENUES
Drilling and Devel oprment $42,116 40, 447 34, 406
Natural Gas Sal es 46, 988 35, 560 33, 390
Wel | COperations 5,314 4,581 4,509
Unal | ocat ed anounts (1) 2,392 2, 385 1,573
Tot al $96, 810 82, 973 73,878

(1) Includes interest on investnents, partnership managenent fees and gain on sale o
assets in 1999 which are not allocated in assessing segnent performance.

1999 1998 1997
SEGVENT | NCOVE BEFORE | NCOVE TAXES
Drilling and Devel opnent $6, 608 5, 400 6,372
Nat ural Gas Sal es 2,967 2,064 2,780
Wel | COperations 1, 219 1,372 1,701
Unal | ocat ed anbunts (2)
CGeneral and Administrative
expenses (2,801) (2,491) (2, 660)
I nt erest expense (182) - (316)
O her (1) 2,289 2,280 1, 805
Tot al $10, 100 8, 625 9, 682

(2) Itens which are not allocated in assessing segnent perfornance

1999 1998 1997
SEGVENT ASSETS
Drilling and Devel oprment $23, 957 27, 288 22,110
Natural Gas Sal es 93,073 65, 256 45, 888
Wl |l Operations 7,977 7,136 5, 953
Unal | ocat ed anounts
Cash 1, 967 7,814 20, 942
O her 4,934 3,806 3,519
Tot al $131, 908 111, 300 98,412
1999 1998 1997
EXPENDI TURES FOR SEGVENT
LONG LI VED ASSETS
Drilling and Devel opnent $ 1,710 1, 953 2,862
Natural Gas Sal es 24,613 23, 645 10, 207
Wl | Operations 1, 328 947 505
Unal | ocat ed anounts 107 85 101
Tot al $27, 758 26, 630 13, 675
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Quarterly Financial

Dat a (_Unaudi t ed)

are as foll ows:

Revenues

Cost of operations
Gross profit
CGeneral and

adm nistrative
expenses

I nt erest expense

I ncome before

i nconme taxes
ncome taxes

Net incone

Basi ¢ ear ni ngs
per share

Di | uted earnings
per share

Revenues

Cost of operations
Gross profit
CGeneral and

adm nistrative
expenses

I nt erest expense

I ncome before

i nconme taxes

| nconme taxes

Net incone

Basi ¢ ear ni ngs
per share

Di | uted earnings
per share

St atenent s

data for the years ended Decenber 31, 1999 and 1998
1999
Quarter Year
Fi rst Second Third Fourth

$27, 666,300 $21, 064,000 $23,841,700 $24,238,600 $96, 810,600
23, 837, 400 18, 411, 200 20, 038, 900 21, 439, 200 83, 726, 700
3, 828, 900 2, 652, 800 3, 802, 800 2,799, 400 13, 083, 900
464, 400 595, 800 859, 200 881, 600 2, 801, 000
- - 88,100 94, 300 182, 400
464, 400 595, 800 947, 300 975, 900 2,983, 400
3, 364, 500 2,057, 000 2, 855, 500 1, 823, 500 10, 100, 500
753, 700 460, 700 842, 000 219, 800 2,276, 200
$2,610,800 $_1,596,300 $_2,013,500 $_1,603,700 $_7,824,300

$_.17 $_.10 $_.13 $_.10 $_.50

$_.16 $_.10 $_.12 $_.10 $_.48

1998
Quarter Year
Fi rst Second Third Fourth

$25, 247,400 $19, 161,600 $16,649,400 $21,915,200 $82,973,600
21, 203, 300 16, 328, 500 15, 157, 200 19, 169, 000 71, 858, 000
4,044, 100 2,833,100 1, 492, 200 2,746, 200 11, 115, 600
440, 100 611, 000 731, 600 707, 800 2, 490, 500
440, 100 611, 000 731, 600 707, 800 2, 490, 500
3, 604, 000 2,222,100 760, 600 2,038, 400 8, 625, 100
807, 300 497, 700 180, 400 481, 700 1,967,100
$2, 796, 700 $_1, 724, 400 580, 200 $1, 556, 700 $_6, 658, 000

$_.18 $_.11 $_.04 $_.10 $_.43

$_ .17 $ .11 $_.03 $_ .10 $ .41
Cost of operations include cost of oil and gas well drilling operations, oil and

gas purchases and production costs
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SCHEDULE 11 - VALUATI ON AND QUALI FYI NG ACCOUNTS
AND RESERVES

Years Ended Decenber

Col um A Col um B
Bal ance at
Begi nni ng
Description of Period
Al | owance for doubt ful
accounts deducted from
accounts and notes receivable
in the bal ance sheet
1999 $274, 600
1998 $275, 400
1997 $287, 800

31,
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1999,

Colum C
Addi ti ons,
Charged to
Costs and

Expenses

$272, 500

$_46, 800

$__ 4,200

1998 and 1997

Colum D Col um E
Bal ance
at End
Deducti ons of Period
$108, 700 $438, 400
$_47, 600 $274, 600
$_16, 600 $275, 400




